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Abs t r act 
Thi s book anal y s e s  m a c r o - e c o nomic policies and performance 
in Papua New Guinea in the fir s t  seven year s of Independence , from 
1 9 7 5  to 1 9 8 2 .  I t s  m a i n  fo cus i s  on exchang e r a t e  and m o n e t a r y  
pol i c y .  B u t  b e c a u s e  a l l  a s pe c t s  o f  m a c r o - e c o nom i c  po l i c y  a r e  
l i nked c l o s e l y  w i th e a c h  o t her , i t  a l s o d ea l s  e x t en s i v e l y  w i t h  
fi s c a l  a n d  wag e s  p o l i c y , and a r a n g e  o f  m i c r o -ec onom i c  p o l i c y  
areas which affect long-term growth performance.  
The  book begins  w i t h  a d e s c r i p t i o n  o f  t he approach t o  
monetary management known as the 'hard currency s tragegy' , which 
w a s  ado p t ed a r o und t he t i m e  of Ind e p endenc e .  Thi s a p p r o a c h  
emphasi zed the maintenance o f  a relatively s trong and conver tible 
currency with a s trong balance of payments and manageable levels 
of foreign debt , through res traint on real expend iture and wages 
rather than through exchange controls . 
The book then r e v i e w s  t he e c o no m i c  env i ronment and m a c ro­
economic performance since Independence. In a small ,  open economy 
l i ke Pa pua New Gui n e a ,  t he i n t e r n a t i o na l  econo m i c  env i r o nm en t  
weighed heavily i n  domestic economic performance ,  through the deep 
i n t e r na t i o n al r e c e s s i o n  of t he m i d- 1 9 7 0 s , the i m provemen t  in 
relative commod i ty prices in the late 1970s , and the high interest 
rates and return to reces sion in the early 1980s . 
Several chapters examine the theory and the prac tice in Papua 
New Guinea of economic policy responses to internat ional economic 
instabil ity. Policy and p e r fo r m ance are eva lua t ed par t i c u l a r l y  
against national obj ectives o f  high employment and growth i n  the 
inc om e s  of nat i ona l s ,  s t a b l e  p r i c e s , and b a l an c e  of ex t e rnal  
payments . 
The book concludes with the observation that the approach to 
mac ro-economic pol icy following Ind e pe nd enc e was app r o p r i a te to 
Papua New Gui nea and succ e s s fully implemented from Independence 
unt i l  1 9 80. However , by 1982 , changes in economic circum s tances 
and w e akne s s e s  in po l i c y  i m p l em en t a t i on in the e a r l y  1 9 8 0 s  had 
made i t  neces sary to int roduce major policy adjus tment s .  
v 

Foreword 
In February 1982  the Depar tment of Finance , on the direc tion 
o f  t he t he n  M i n i s t e r  fo r F i nanc e ,  Mr John Ka put i n , a p p o i n t e d  
Professor Anne o. Krueger o f  the University o f  Minnesota,  D r  Ro s s  
Garnaut o f  the Australian National University and M r  Paul Baxter 
of Price Waterhouse and Company of Aus tralia to review exchange 
r a t e  po l i c y  s i nc e Ind e pend enc e and t o  m ake r e c o m m end a t i o n s  on 
fu t ur e  po l i c y .  On a v i s i t  t o  P o r t  M o r e sby in June , t he t hr e e  
c o n su l t an t s  w e r e  a s ked b y  t he t hen P r i m e  M i n i s t e r , S i r  J u l i u s  
Chan , to extend the review to cover all aspects o f  macro-economic 
pol icy since Independence ,  with a special focus on exchange rate 
p o l i c y .  The c o n s u l t an t s a g r e e d  w i t h  t he Dep a r t m en t  of F i nance 
t ha t  the y  should shi ft t he e m pha s i s  o f  t he i r  r e v i e w  i n  thi s 
m anne r .  Thi s a p pro ach w a s  c o nfi rmed b y  the P r i m e  M i ni s t e r , M r  
Michael Somare , and Finance Mini ster , M r  Phillip Bouraga ,  of the 
new government which took office in Augus t .  
O n  a t e n - d a y  v i s i t  t o  P o r t  M o r e s b y  i n  J u n e  1 9 8 2  t he 
c o n s u l t an t s d e v e l o ped a d e t a i l ed fr amework f o r  t he s t ud y , in 
consul tation with the Department of Finance and the Bank of Papua 
New Guinea.  Di scuss ions were held with a wide range of intere sted 
pa r t i e s .  The s e  par t i e s  and o the r s  w e r e  inv i ted t o  m ake w r i t ten 
s ubm i s s i o n s  t o  t he c o n s u l tant s ,  and m any m a d e  u s e  o f  t hi s 
o p po r t un i t y . M r  Bax t e r  s t ayed on in P o r t  Mo r e s by fo r s e v e r a l  
weeks to complete collect ion o f  the data . 
Prio r to the visit  to Por t  Moresby , Profes sor Krueger advised 
t he De par t m e n t  of F i nanc e t ha t  s he had ac c e p t ed a po s i t i on a s  
V i c e-Pr e s i d e n t  o f  t he W o r l d  Bank f r o m  3 1  Augus t 1 9 8 2 , and would 
no t be a b l e  t o  ac t fo rm a l l y  a s  a c o n s u l t an t  t o  t he Papua Ne w 
Gui n e a  Gov e rnment aft e r  t ha t d a t e . By t he end of Augu s t  the 
consul tant s had agreed upon the detailed framework of the Report , 
t he ana l y t i c a l  f r ame w o r k, a nd t he b r o a d  out l ines of po l i c y  
recommendat ions . However ,  much o f  the detailed analysi s and the 
d e t a i l  of r e c o mmend a t i on s  w e r e  d eve loped after that date. Thus 
Professor Krueger was unable to be a s igna tory of the Repor t ,  but 
t he Pa pua New Gui n e s  Gove r nm ent i s  g r a t efu l  fo r he r i m p o r tant 
contributions before jo ining the Bank , and also for her comments 
after that time . 
v i i  
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The government acknowledges the contr ibution which the s tudy 
m ake s to an und e r s t and ing of the  na t i on' s e c onom i c  po l i c i e s  a nd 
performance and according ly has dec ided to make the report public.  
The o p i n i o n s  expr e s s e d are  t ho s e  o f  t he a u t ho r s  and d o  no t 
ne c e s s a r i l y refl e c t the v i e w s  o f  t he government o f  Papua New 
Guinea . 
John Vulupindi 
Secre tary for Finance 
24 March 1983  
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Pref ace 
Thi s i s  the main Report of a s tudy commissioned early in 1982 
by the Pa pua New Guinea Gov e r nm en t , and p r e s e n t e d  t o  t he 
Government in February 1983 . 
Various out lines and drafts of the study were discussed with 
Pa pua Ne w Guine a m i n i s t e r s  and o f f i c i a l s  in the  c o ur s e  o f  i t s  
p r e pa r a t i o n .  S o m e  o f  i t s  s ug g e s t i o n s  o n  f i s c a l  po l i c y  w e r e  
i nc o r po r a t e d  in the  1 9 8 3  Bud g e t  b r ough t  d o wn in Nov e m b e r  1 9 8 2 .  
The recommended approach t o  exchange rate , monetary, fi scal and 
wag e s  po l i c y  ha s b e e n  b r o a d l y  c on s i s t e n t· w i t h  po l i c y  s e t t ings  
selec ted by the Papua New Guinea Government between late  1982 and 
the present . 
W e  a r e  p l e a s e d  tha t publ i c a t i o n  by t he Dev e l o pment S t ud i e s  
C e n t r e  w i l l  m ake t he s t udy ava i l ab l e  t o  a w i d e r  aud i e nc e , b o t h  
because the study now i s  a small par t i n  the hi story of  Papua New 
Guinea economic pol icy , and because i t  i s  of some interes t  as an 
a p p l i c a t i o n  o f  mac r o - e c onom i c  anal y s i s  t o  the Pa pua Ne w Guinea 
environment . 
Each country has i t s  own unique macro-economy, which can be 
d i s c ove r e d  o n l y  b y  c l o s e  ob s e rva t i o n s  o f  t he b e hav i o ur o f  the  
economy in response to changes in  the domestic and internat ional 
e c o nom i c  env i r o nm e nt . We l o o k  f o r w a r d  to the d eve l o pm en t  o f  
c l o s e r  und e r s t and ing o f  thi s e s p e c i a l ly unusual and interest ing 
economy through the work of others who , amongst other things , will 
b e  ab l e  t o  c ha r t  the r e s po n s e  of t he e c onomy t o  s o m e  chang e s  in 
policy recommended in thi s s tudy . 
We were greatly assis ted in preparation of our Report by many 
people. Professor Anne Krueger began as a member of our team , and 
helped to develop the analytic framework of the study. Pro fes sor 
Krueger' s  comments on our drafts  af ter she jo ined the World Bank 
were also helpful . 
W e  r e c e ived s t r ong s up p o r t  f r o m  the P r i m e  M i n i s t e r , S i r  
Jul i us Chan , and t he F inance M i n i s t e r , M r  John Ka pu t i n ,  i n  t he 
xii i  
xiv 
ear l y  s t ag e s  of our w o r k .  La t e r , w e  r e c e ived  e qua l l y  s t r o ng 
suppo r t  f r om t h e  P r i m e  M i n i s t e r ,  M r  M i c h a e l  S o m a r e , and t h e  
Finance Mini s ter , M r  Phillip Bouraga ,  in the government which was 
formed following the 1 9 8 2  general elec t ion. 
We r e c e i ved un f a i l ing co-ope r a t i o n  f r o m  t wo suc c e s s i v e  
Secre taries  of the Depar tment o f  Financ e ,  M r  Mekere Morauta and Mr 
John Vulupindi , and from the staff of  the Finance Department , from 
the National Planning Office , and from the Governor of the Bank of  
Pa pua New Gui n e a , Sir  Henry To Rob e r t ,  and the s t a f f  of  t he 
central bank. We are especially grateful for the continuation of 
thi s support even in relation to matters upon which i t  was clear 
t h a t  we m i g h t  be c r i t i c a l  of o f f i c i a l  p o l i c y .  We a r e  g r a t e ful  
also  for  assi s tance from the priva te sector in Port  Moresby , Lae 
and Rab a u l , and f r om e c o nom i s t s  and o th e r  s cho l a r s  a t  the 
Univer s i ty of Papua New Guinea and the Ins ti tute of Appl ied Social 
and Economic Re search . 
M r s  Mar g a r e t Di e t z e  c o n t inued t o  t r e a t  us c iv i l l y  whi l e  
typing several draf t s  o f  the manu s c r i p t  und e r  ex t r em e  p r e s sure , 
w i t h  g r e a t  s pe e d and a c c ur a c y .  W e  a r e  g r a t e f u l  t o  he r ,  and a l s o  
t o  t he s t a f f  o f  t he Dev e l o p m ent S t ud i e s  Cen t r e , Au s t r a l i an 
Na t i o na l  Univer s i t y ,  who b r ought ab out  pub l i c a t i o n  o f  the 
manuscript . 
Ros s  Garnaut 
Paul Baxter 
September 1984 
Chap ter 1 
Introduction and summary 
It  is now 7 years since Papua New Guinea was separated from 
t he Au s t r a l i an mone t a r y  s y s t em on 1 Janua r y  1 9 7 6 . 1 Thi s r e p o r t  
a n a l y s e s  m a c r o - e c o n o m i c  p e r fo r m a n c e  a n d  p o l i c i e s  s i n c e 
Ind e pend ence . I t  fo c u s e s  e s pe ·c i a l l y  but  no t exc l u s i v e l y  on t he 
s e t  o f  po l i c i e s  t ha t have b e en d e s c r i b ed in P a pua New Gui n e a  a s  
t he ' h a r d  c u r r e n c y  s t r a t eg y ' .  I t s  m a i n  c o n c l u s i on i s  t ha t  t hi s 
strategy has been appropriate for Papua New Guinea , but that some 
impor tant pol icy adjustment s are now required if the s trategy i s  
to b e  i m p l em e n t e d  s u c c e s s fu l l y  from no w o n .  A s um m a r y  o f  the 
chapters follows . 
· 
Chapter 2 :  The hard currency s t rategy 
At Independence , the Papua New Guinea Government defined an 
a p p r o a c h  to m one t a r y  m anagement  tha t i t  d e s c r i bed as the ' ha r d  
cur r ency s t r a t eg y ' . Mone t a r y  i nd e pend enc e c a m e  a t  a t i m e  o f  
adverse international economic cond i tions (probably worse than a t  
the lowe st point i n  the current rece ssion , but less  long-l ived) , 
and of pe s s i m i s m about the e c o no m i c  and pol i t i c a l  pro s p ec t s  o f  
independent Papua New Guinea.  
The Finan c e  M i n i s t e r  o f  t he d a y  d efined the ' ha r d  curr enc y 
s tra tegy' as the maintenance of a s trong balance of payments with 
m an a g e ab l e  l eve l s  o f  fo r e i gn d eb t , t hrough r e s t r a i n t  on r e a l  
l ev e l s  o f  d o m e s t i c expend i t ure a n d  w ag e s  r a ther  t han t h rough 
exchange c o n t r o l s ,  whi l e  ' a t  l ea s t '  mai n t a i n ing the fo r e i gn 
exchange value of the kina against  major world currencies . 
The Finance Mini ster ' s  statement s at that time envisaged the 
need for an increase in the exchange rate of the kina against the 
Au s t r a l i an d o l l a r  i f  t he Au s t r a l ian dollar were it self devalued 
against other currenc ies , or i f  inflat ion rates were high in the 
r e s t  of t he wo r l d . He a r g ue d  t ha t the m a int enanc e of a 
relatively s t rong kina would have only small and temporary effec t s  
o n  the output o f  export and import-compe ting indus tries , so long 
1 .  Repor t  was first  publi shed in 198 3 ; see Preface . 
1 
2 
as the resul ting lower rates of increase in the pr ice s o f  tradable 
good s were reflected in lower rates of  increase in expend i ture and 
money wage s .  
Ov e r  t he nex t 7 y e ar s ,  t h e  kina m o r e  o r  l e s s  m a i n t a ined i t s  
v a l ue aga in s t  m a j o r  wo r ld c ur r e nc i e s  l i ke t he Un i t ed S t a t e s  
dol l a r , t h e  yen , and the d eu t s chmark.  I t  a p pr e c i a t e d  aga i n s t  
we ighted averages of  the currenc ies o f  Papua New Guinea's  trad ing 
par tner s ,  mos tly in disc re te upward movements in m id-1 9 7 6 , early 
1 9 7 8  and l a t e  1 9 7 9 .  The kina a p p r e c i a t e d m o r e  a ·g a i n s t  t he 
relat ively weak and inflat ionar y Aus t ral ian dollar . 
Chapter 3 :  The economic environment and 
macro-economic performance 
The interna tional environm e n t  ha s d e t e r i o r a t ed m arked l y  in 
the past  two year s .  Papua New Guinea's terms of  trade ( the price 
of exports  relative to imports)  fell sharply bet ween m id-1 980 and 
m i d - 1 9 8 2 , t o  l ev e l s  a l m o s t  a s  l o w  a s  a t  the t i m e  o f  m on e t a r y  
i nd e p end enc e .  The y s t ab i l i z ed a t  l o w  l ev e l s  i n  t h e  m i d d l e  o f  
1 98 2 .  It i s  currently expec ted tha t the average purchasing power 
o f  expo r t s  ov e r  t he r e ma i nd e r  o f  t h e  1 9 8 0 s  w i l l  be m o r e  t han 1 0  
per c en t  b e l o w  t he av e r a g e  o f  t he 1 9 7 0 s , and t ha t t he ave r a g e  of 
the l a s t  d e c ad e  w i l l  no t be a p p r o a c hed aga i n  un t i l l a t e in t he 
1980 s .  Thus Papua New Guinea mus t cope no t only wi th a temporary,  
c y c l i c a l  d e c l ine i n  expo r t  p r i c e s , but a l s o  w i t h  a s ub s t an t i al 
fall in expec tations about average future pr ices .  
O t h e r  un favo u r ab l e  e l e m en t s  i n  t he i n t e r na t i o n a l  e c o n o m i c  
environment have been the continuation of  a high rate o f  reduct ion 
in Au s t r a l i an a i d , which r e pr e s en t s a l a r g e  c om po n e n t  o f  to t a l 
fo r e ign exchang e r e c e i p t s ;  e x t r e m e l y  h i g h  i n t e r na t i o na l  real  
intere st  rates  at the time when Papua New Guinea was  accumulating 
high levels  of foreign deb t ;  and a more difficul t out look for the 
supply of d irect foreign inve stment . 
A s  i m p o r t a n t  a s  a n y  o f  t h e s e a d v e r s e i n t e r n a t i o n a l  
d e v e l o p m en t s wa s a d o wnward ad j u s t m e n t  in 1 9 8 0  o f  expec t a t ions  
ab out t he g r ade o f  o r e  r e m a i n ing to  b e  m ined a t  Pang una on 
Bougainville . 
The g ov e r nm en t  budg e t s  i n  t he e ar l y  year s o f  m one t a r y  
i nd e pendence w e r e  r e s t r a ined , w i t h  f a i r l y  s t r o ng g r o w t h  i n  
dom estic revenue s being used t o  offse t the decl ine i n  Aus t ral ian 
a id r a t h e r  t han t o  in c r e a s e  e x p e n d i t u r e .  T h e r e  w a s  s o m e  
relaxation o f  expend i ture policy in 197 9 (mainly larger government 
a l l o c a t i o n s  to  c om m e r c i a l - t ype i nve s t m en t s) and f r om m i d -198 0  
(both inve stments and the ordinary expenses of  governmen t ) .  The 
e f fec t of thi s increa sed ex pend i t ur e o n  ov e r a l l  g ove r nm en t  d e b t  
was temporar ily moderated by except ionally high mining revenue s in 
1 980 and 1 9 8 1 , mainly result ing from high gold pr ices . But given 
t he adv e r s e  d ev e l o pm en t s  i n  the i n t e r n a t i o n a l  and d om e s t i c 
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e c o nom i e s , g ov e r nm e n t  expend i t ur e  wa s i n  exc e s s  o f  t he m ax i mum 
lev e l s t ha t  c o uld b e  s u s t a i n e d  w i thout unmanageable pre ssure on 
the balance o f  payments  f rom 1980 onward s .  
T h e  c u r r e n t  a c c o un t  o f  t h e  b a l a n c e  o f  p a y m e n t s  w a s 
substantially in surplus between 1975 and 1979, and massively in 
deficit from 1980. The se current account de f ici t s  of recent years 
have been s u s t a i ned w i th hi g h  l ev e l s  of f o r e i gn b o r r o wing and 
sub s tantial reduc t ions in foreign exchange reserve s .  As a result , 
t h e r e  ha s b e e n  r ap i d  a c c um u l a t i o n  o f  debt servic ing obligations 
s ince 1980. 
Chapter 4 :  Macro-economic s tabilization objectives 
The main objec t ive s o f  macro - e c onom i c  s t a b i l i z a t i on po l i c y 
a r e  ex t e r na l  bal anc e ( m a in t enanc e o f  f r e e  c onv e r t i b i l i t y  o f  
dome s tic into foreign currency wi thout excessive levels  o f  foreign 
bo r ro w i ng ) , i n t e rn a l  bal anc e ( e s pe c i a l l y  b a l a n c e  b e t w ee n  the 
num b e r  o f  p e o p l e  who want wag e j o b s  and t h e  num b e r  o f  j o b s  
available) and price stability ( a  low rate o f  increase o f  average 
pr i c e s ) , w i t h  an e f f i c i e n t  a l l o c a t i o n  o f  i;e s o ur c e s  c o nduc ive t o  
economic growth. 
The s e  m ac r o - e c onom i c  ob j ec t i ve s are broad l y  he l pf u l  to  
prog r e s s  t o ward s an e qui t ab l e  d i s t r i but i o n  of  i nc om e .  But they 
canno t by  themselves produce thi s progre s s : additional pol icies 
are required for the achi evement o f  distr ibutional obj ec t ive s .  
Chapter 5: Economi c poli cy and macro-economi c s tabi l i ty 
In analysing movement s in prices over time , i t  i s  use ful to 
d i s t i ngui s h  b e t w e en t r a d a b l e  g o od s ,  and non- t r ad a b l e  o r  home 
g o od s .  I t  i s  g e n e r a l l y  t hought t ha t  t r ad a bl e s '  pr i c e s  a r e  
d e t e r m ined by w o r ld m a r ke t  pr i c e s  ( i nc l ud i ng f r e i ght ) a n d  the 
exc hange r a t e , a l t hough d o ub t s  have b e en r a i s ed abo ut t h i s in 
popular discus s ion in Papua New Guinea . Non-tradables '  prices are 
d e t e r m i n e d  d o m e s t i c a l l y , e s p e c i a l l y  b y  expend i t u r e  a nd wag e s  
policie s . 
I n t e r n a l  b a l a n c e  i s  d e t e r m i n e d j o i n t l y  b y  t h r e e  
considera t ions : s tandard s o f  living in the village s ;  the level of 
e c o no m i c  ac t i v i t y  out s i d e  the v i l l ag e s ; and the l eve l of wage s .  
In t he s ho r t  t e rm , wag e s  and expend i t u r e  a r e  t h e  c r u c i a l  
var iable s .  In the longer term , growth i n  village incomes or the 
urban ec onomy c an r a i s e  t he m ax i mum l e v e l  o f  r e a l  wag e s  t h a t  i s  
cons i s t ent wi th internal bal anc e .  
External balanc e i s  determ ined jointly b y  factors af fec ting 
produc t ion of tradables and consumption of tradables , both valued 
at i n t e r na t i o na l  p r i c e s .  T r a d ab l e s '  c o n s um p t i o n  i s  m a i n l y  
d e t e r m i ned b y  t h e  l ev e l  o f  d o m e s t i c  expend i t ur e ,  a l t hough t he 
r e l a t ive pr i c e s  o f  t r ad ab l e s  and non- t r adab l e s  may a l s o b e  
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i m por t an t . Tr a d a b l e s ' p r o d uc t i o n i s  m a i n l y  d e t e r m i n e d b y  
int ernat ional pr ices ( over whi ch the government o f  a small country 
ha s no i n f luenc e ) , and by t he r e l a t i v e  pr i c e s  of t r adab l e s  and 
non-tradables (and o f  labour a s  the main non-tradable input into 
d o m e s tic product ion) . 
The r e  a r e  i m p o r t an t  i n t e r - r e l a t i o n s h i p s  b e t w e e n  i n t e rna l 
b a l anc e and ex t e r n a l  b a l an c e .  Mo s t  c r i t i c a l l y , r educ t i o n  o f  
expend i t u r e  to  r e move a b a l an c e  o f  paym en t s  d e f i c i t  r ed uc e s  t he 
amount of employment avai lable at any given level of wage s .  Thi s 
exac e rb a t e s  i n t e rnal i m b a l anc e , unl e s s  non-tradables pr ices and 
wages are lowered rela tive to tradable s .  
An efficient allocation o f  resources , conducive to gro wth , i s  
f ac i l i t a t ed b y  t axa t i on , wage and t r ad e  p o l i c i e s  t ha t  enc o u r a g e  
produc t i o n  in ind us t r i e s  i n  wh i c h  the value o f  o ut put , m e a s u r e d  
whe r e  po s s i b l e  a t  i n t e rn a t ional p r i c e s , i s  h i g he s t .  I t  i s  a l s o  
facili ta ted by the allocation of a high proport ion of expend i ture 
to (broadly defined) inve s tment . 
Strong growth in one export sector ( for example , m ining) i s  
generally helpful t o  good macro-econom ic per formance.  However , if  
i t  occurs when the economy i s  in a state o f  internal balance ( full 
employmen t ) ,  it may place s trains on some other export and import­
c ompe t i ng indus t r i e s ,  wh i c h  m ay b e  f o r c e d  i n t o  d e c l i n e .  The 
l a t t e r  r e s u l t  would no t o c c ur to  a s i gni f i c an t  d e g r e e i n  an 
economy with high levels  of unemployment . 
Chapter 6 :  Review of growth performance and policy 
Thi s chapter expand s upon the introductory remarks in Chapter 
2 ,  d r a w i ng upon a r ange of d a t a , i nc l ud i ng a r ev i s i on of t he 
national accounts stati s t ic s .  I t  reveal s extremely rapid growth 
in capital formation , even af ter total economic output began 
to decline in 1980, which should be conducive to long- term growth. 
It identi f ie s  a number of aspec t s  of pol icy in recent years whi ch 
have probably inhibi ted growth. 
Chapter 7 :  Expendi ture po licies and external balance 
Papua New Guinea' s  net foreign borro wing s ince 1980 has been 
well in excess  of sus tainable leve l s .  Thi s chapter analyse s  the 
role of fi scal and mone tary polic ie s ,  in combination with adverse 
development s out side the control o f  government , in the emergence 
o f  thi s b a l an c e  o f  paymen t s  prob l e m .  Real domestic expendi ture 
m u s t b e  r ed u c e d  ( fro m Nov e m b e r  1982) by ov e r  KlOO m illi o n  f r om 
198 1 l ev e l s  if e x t e rnal  i m b a l an c e  is t o  b e  r e s t o r e d  at c u r r e n t  
wage rate s .  The nece s s ary reduc t ion would be less  i f  there were 
a large increase in domestic pr ices o f  tradable good s relative to 
wages .  
Chapter 8: Employment and urban unemployment 
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Urban labour cos t s  relative to interna tional prices in late 
1979 w e r e  s im i la r  t o  the l evels o f  l a t e  1975. Dome s t i c  l abo ur 
c o s t s  inc r e a s e d  much m o r e  r a p i d ly t han in t e rna t i o na l  pr i c e s  in 
1980 and 1981, contribut ing to pres sure s on the pro fi tabili ty of 
urban indus tries producing tradable good s .  
Urban unemployment has been high throughout the period s ince 
mone t ary i nd e pend enc e ,  d e s p i t e  r a p i d  g ro wt h  in urban wage 
employment between 1977 and 1980. Urban unemployment worsened for 
young people in the per iod to 1980. Since then , it would seem to 
have wo r s ened d i s a s t r o u s l y  f o r  adul t s  and young p e o p l e  a l i ke , 
under the influence o f  adver se general economic development s and 
the increase in real labour cos t s .  A large increase in the price 
of t r ad ab l e  good s r e la t i ve to  urban wages  i s  ne c e s s a r y  i f  t he 
d eg r e e  o f  i n t e rn a l  i m b a l ance i s  t o  b e  r educ ed t o  the ( h a r d l y  
sa tisfac tory) level s of 1980. 
Chapter 9: Price s tabi l i ty : the pass-through of import prices 
Since mone tary independence ,  the average pr ices o f  imported 
good s i n  P a pua Ne w Gui n e a  have r i s e n  m o r e  s l o w l y  t han ave r a g e  
wo r ld p r i c e s ,  by abo u t  t he pro po r t i o n  b y  which t he kina ha s 
increased in value against other currencie s .  Detailed analysi s of 
behav iour of p r i c e s of par t i c u l a r  g o o d s  s ugg e s t s  that kina 
appr e c i a t i o ns even t ua l ly have b e en ful l y  pa s s e d  through i n t o  
dome s t ic prices.  However , the pass-through has taken some time , 
especially for durable good s .  
Chapter 10: Price stabi l i ty : 
tradables versus non-tradables ' prices 
Some non-tradables'  price s ,  par ticularly for produc t s  sold in 
l o c a l  m ar ke t s  and pub l i c  ut i l i t i e s , have moved independently o f  
import prices , a t  lea s t  i n  the short term. Over the whole per iod 
since mone tary independence ,  non-tradables ' prices have increased 
slight ly more than tradables.  The increase in non-tradables prices 
has been substantially greater than tradables in Port  Moresby , but 
tradables'  prices have increased more in Lae.  The increase in the 
relative price o f  non- tradables was concentrated in a brief period 
b e t ween l a t e  1979 and 1981, and much o f  t h e  d iv e rg ence ha s b e en 
removed since then . 
Av e r a g e  m o v e m en t s  o f  t r ad a b l e  and no n- t r ad a b l e  pr i c e s  
m e a s u r e d  i n  a c o m m o n  c u r r e n c y  have b e en s i m i l ar in Papua Ne w 
Guinea and an av e r a g e  o f  i t s  t r ad ing par tn e r s .  The r e  w a s  s o m e  
improvement in Papua New Guinea' s  international 'compe t i tivene s s '  
bet ween early 1976 and late 1979 ( that i s ,  Papua New Guinea prices 
inc reased less than trading par tners '  prices expres sed in the same 
currency) , a sub s tantial deteriora t ion between late 1979 and 1981, 
and improvemen t  through 1982. 
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The ana l ys i s  o f  pr i c e  m ov e m en t s  t en d s t o  c onf i r m  tha t  t he 
e f f ec t s  o f  exchang e r a t e  chang e s  o n  r e a l  o u t p u t  and i n c o m e  
distribution, when supported b y  ap�ropriate pol ic ie s ,  were l ikely 
to be small and temporary. However , because the price responses 
to exchange rate apprec iation sometimes took a considerable whi le , 
dur ing the transi t ion per iod there would have been small e f fec t s  
on real out put and the distribution o f  income.  A smal l , t emporary 
n e g a t ive e f f e c t o f  c u r r e nc y  a p pr e c i a t i o n  o n  v i l l a g e  expo r t e r s '  
incomes was probably fully out weighed over the period a s  a whole 
by lower level s  of ' inflat ion t ax' on villager s '  wealth. 
Chapter 11: Conclus ions and policy recommendat ions 
The main conclus ions of the s tudy are brought together , and a 
range o f  policy recommendations lis ted in thi s chapter . 
The hard currency s trategy has been appropr iate to Papua New 
Guinea and w a s  s uc c e s s f u l l y  implemented from Independence unt i l  
1980. T h e  g ov e r nm ent s h o u l d  a i m  a t  r e s t o r i ng a s  s o o n  a s  
p r a c t i c ab l e  m o s t  o f  t he f e a t ur e s  o f  m ac r o - e c onom i c  po l i c y  t ha t  
w e r e  i n  p l a c e  i n  t he f i r s t  4 year s o f  mone t ar y  i nd e p end ence:  a 
s trong kina relative to international currenc ies ; f i scal restraint 
so tha t  a s trong balance of payment s is cons i s t ent with the s trong 
kina ; and wage  r e s t r a i n t  to p r ev e n t  the f i s c a l  r e s t r a in t  hav ing 
adver se effec t s  on urban unemployment.  
The  r ed uc t i o n  in e s t ab l i s hed g ov e r nment services in  i t se l f  
would reduce employment , and would reduce output in par t s  o f  the 
economy whi ch supply good s and serv ice s  to g overnment.  To o f f  set  
thi s e f fec t , and also to o f f se t  the growth-inhibi t ing e ffects  o f  
adverse economic developmen t s  and policy errors between 1980 and 
1982, i t  i s  n ec e s s a r y  to r a i s e  t h e  pr i c e s  o f  expo r t ab l e  a nd 
i m po r t ab l e  g o od s r e l a t i v e  to urban wag e s  b y  about  25 t o  30 p e r  
cent . Under the revised wage indexat ion arrangements propo sed by 
government to the 1982-83 Minimum Wages Board , thi s change could 
only be e f f e c t ed g r adua l l y , by a l l o w i ng i n f l a t ion in Papua Ne w 
Gui ne a ' s t r ad ing par t n e r s ( so m e  o f  whi c h  a r e  expe r i enc ing h i g h  
i n f l a t i o n  d e s p i t e t h e  r e c e s s i o n )  t o  r a i s e  p r i c e s  o f  
internat ionally traded good s without raising wages in a similar 
p r o p o r t i o n .  I f  t h e r e  w e r e  no wag e indexa t i o n  a t  a l l  f o r  a 
p e r i o d , i t  would b e  po s s i b l e  f o r  the a d j u s t m e n t  to b e  e f f e c t ed 
m o r e  r a p i d l y  t hrough a o nc e- f o r -a l l  d ev a l ua t i o n .  The m o s t  
important dif ferences between the gradual and sudden approache s to 
ad j u s t m e n t  a r e  in t he i r po l i t i c a l  d i f f i c ul t i e s  and e f f e c t s .  But  
under the wage indexation arrangements  which have been in force 
over  m o s t  o f  the p e r i o d  s i nc e  I nd e pendenc e , ne i th e r  m e t hod o f  
ad j us tment would be pos sible wi thout unleashing dangerous ly high 
r a t e s  o f  in f l a t i o n .  It i s  c r i t i c a l  to t he r e s t o r a t i o n  o f  
econo m i c  s t ab i l i t y and t o  t he c on t a inm en t  o f  g ro wing urban 
unemployment that the 1982-83 Minimum Wages Board deliberations 
r a p i d l y r e s u l t  in m a j o r  c h a n g e s  in t h e  w a g e i n d e x a t i o n  
arrangement s  which have been in force since 1977. 
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Red uc t i o n s  i n  wa g e s  and s a l a r i e s  r e la tive to interna tional 
pr i c e s  would g e n e r a t e  s av i ng s in g ov e r nm e n t  expend i t u r e  beyo n d  
t ho s e  a s s o c i a t ed wit h  the c o n t r ac tion o f  establi shed government 
func tions . The pros pec t s  for an early re turn to growth in P3pua 
Ne w Gui n ean i n c o m e s , e m p l oym en t  and out put wo uld be b e t t e r  the 
m o r e  t he s e  s av i ng s  were u s ed t o  f inance pr oduc t i ve i nve s t m e n t , 
especially investment related to agricul ture.  I t  would damage the 
pros pec t s  of economic recovery i f  the savings led to an unplanned 
reduc tion in the budget defic i t  or to a fas ter rate of decline in 
Austral ian aid than would otherwi se be the case.  
The prac tice since 197 8 o f  set ting the daily exchange rate by 
r e f e r ence to a b a s ke t  o f  t h e  c u r r e nc i e s  o f  Papua Ne w Guine a ' s  
trading par tner s should be maintained . Any exchange rate change s  
against the baske t  a ft er the conclus ion o f  the period i n  which the 
m a j o r  ad j u s t m en t s  r e c om m ended i n  thi s r e po r t  a r e  i m p l e m e n t e d , 
should be through very small rather than no t iceably large di screte 
movement s  in the daily rate . 
Government policy and the manner in which i t  i s  adm ini s tered 
in t r oduce a num b e r  o f  i m p e d i m en t s t o  i nve s t m e n t  and e f f i c i en t  
r e s o u r c e  a l l o c a t i o n .  The s e  sho u l d  be r em ov e d  t o  r e s t o r e  g r o w t h  
momentum . 
Chapter 2 
The hard currency s trategy 
On 1 January 1976 the Papua New Guinea monetary system became 
independent of the Aus tral ian currency area , j ust  three and a hal f  
m o n t h s  a f t e r  pol i t i c a l  ind e pend enc e .  In the year l ead ing up t o  
monetary independence ,  the government ar t iculated a n  approach t o  
m one t a r y  m an ag e m en t  tha t i t  d e s c r i b ed a s  ' the h a r d  curr enc y 
s t r a t egy' . Ov e r  t he pa s t  8 o r  m o r e  year s g ov e r nm e nt s have 
implemented monetar y pol icy tha t  has been more or less  consi s t ent 
with the early s tatement s .  
The most distinc t ive features o f  the 'hard currency strategy' 
have been commi tment to maintaining the fore ign exchange value o f  
the kina in relation t o  major world currencie s ;  and comm i tment to 
r e s t r a i n i ng l e v e l s o f  expend i t u r e  w i t h i n  Papua New Guine a , 
especially at times o f  high export prices , so as to maintain free 
c o nv e r t i b i l i t y of kina i n t o  f o r e i g n  c u r r e nc i e s  at o f f i c i a l 
exchange rate s ,  even when expor t  prices were low. These aspec t s  
o f  p o l i c y  have b e en s u ppo s e d t o  m a i n t a i n  l o w  r a t e s  o f  in f l a t i on 
and prov i d e  incen t i v e s  f o r  Papua New Gui n e a n s  and f o r e i g ne r s  t o  
hold k i na . 
Mac r o - e c onom i c  po l i c y  had con s i d erable continui ty over the 
first  7 years of mone t ary independence.  But there have al so been 
i m po r t a n t  d i f f e r enc e s  in e m pha s i s  and dif ferences in success  in 
i m p l e m e n t i ng announ c e d  p o l i c i e s  o v e r  t h i s  p e r i o d .  T h e s e  
d i f f e renc e s  have b e en par t l y  the e f  f eet and par t l y  t he c a u s e  o f  
differences in Papua New Guinea mac ro-economic per formance . 
Mone t a r y  ind e pendenc e c am e  a t  a t i m e o f  r e c e s s i on and 
pe s s i m i s m  about Papua New Guine a ' s  e c onom i c  p r o s pe c t s .  The 
worldwide commod ity boom and inf la tion of 1973-74 were succeeded 
by a collapse in output in the industr ial econom ies , s tagnation of  
world trade , and low commod i ty pr ice s .  The boom and the pa t tern 
of colonial adm ini stration before 1973 had left Papua New Guinea 
with a legacy of real government expend i ture far in excess of what 
c ould b e  s u s t a ined i n  no r m a l  c i r c um s t anc e s .  It had a l s o  l e f t  a 
l e g a c y  o f  r ea l  urban wag e s  f a r  in exc e s s  o f  l ev e l s  t h a t  w e r e 
consi s t ent wi th low levels of urban unemployment.  A weak trading 
account o f  the balance o f  paym ent s ,  and capi tal out flow generated 
by pol i t ical uncer tainty associated with independence and anxiety 
about t he new curr enc y i t se l f ,  c a u s e d  a s har p run-d o wn in b ank 
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d e po sit s and po t en t ial f o r e ig n  exc hang e r e s e rve s .  Re s id en t s  o f  
Pa pua N e w  Guin ea exchanged f e we r  Au s t r alian d olla r s  f o r  kina in 
t he d ual c u r r enc y  p e r iod , f r om April 1975, t han had b e en 
antic ipa t e d . The n e t  f o r e ign a s s e t s  o f  t he Papua Ne w Guinea 
banking system stood a t  only K115 million a month after mone tary 
separation . 
The circum s tances o f  1975-76 had some similarities with the 
e c o no m ic proble m s  f a c ing t he Som are Pangu g ov e r nm en t  t ha t took 
o ffice in Augus t 1982. The ext ernal economic environment was in 
som e ways har sher but in o ther ways easier then than at presen t .  
Co f fee prices  at  leas t  had begun to  rise , following the Brazilian 
f r o s t  o f  July 1975, and r eal in t e r e s t  r a t e s  in world capital 
markets  were much lower than at present.  There was more optimism 
about an early return to growth in the world economy. But metal 
p r ic e s  w e r e  even lo w e r  t han no w ,  and t he over all t e rm s  o f  t r ad e  
s ignific an t ly lo w e r  ( larg ely b e c au s e  o f  t o d ay' s highe r g o ld 
pric e s ) .  The d o m e s t ic e c onomy ha s m o r e  r e s ilienc e no w .  One 
im po r ta n t  dif f e r enc e is the huge inv e s t m en t  in m ining tha t is 
c u r r e n t ly taking pla c e  a t  Ok Tedi.  The r e  is also a s ub s t an t ial 
dif f e r e n c e  in public c on f id en c e  in political and economic 
s t abili t y  in Pa pua New Guinea:  t he Bougainville a t t em p t  a t  
s e c e s s io n  wa s a t  it s heig h t  in 197 5; and Pa pua Ne w Guine a had no 
track record o f  successful independent management o f  the economy. 
There was a greater sense of c risis then , which was reflec ted in a 
r e luc t ance t o  ho ld kina a s s e t s , and a r e luc t ance t o  lend t o  o r  
inv e s t  in Pa pua Ne w Guin ea even when e c ono m ic c alc ula t io n s  
sugge s ted favourable outcomes .  
I n  the unfavourable circumstances of  1975-76, the Papua New 
Guinea authorities placed primary empha sis on the maintenance of 
f in anc ia l s t ab ili t y .  The c o m m it ment to financial stability was 
d e s c r ib ed b y  t he g ov e r nm en t  o f  t he d a y  a s  ' t he hard c u r r enc y  
st rategy ' • 
The ' hard currency s t rategy ' 
The fir s t  public d e finitio n  o f  t he ' hard  currenc y s t ra t e g y '  
was made b y  the then Minis ter f o r  Finance ,  M r  (later Sir) Julius 
Chan , on 19 April 1975, the day the Bank of Papua New Guinea fir st  
is sued kina and toea. The Minis ter said: 
T h e  n e w  c u r r e n c y  is c e r t a in l y  no m e a n s  t o  
r e s o lv in g  t h e  d il e m m a  o f  lim i t e d  r e s o u r c e s  a nd 
unlim ited wan t s .  W e  have , in fac t ,  a fund a m en t al 
choic e  o f  wha t s t r a t eg y  t o  ad o p t  t o  pro t e c t  t h e  v alue 
of the kina - a ' ha r d  curr enc y' s t r a t e g y ,  or a ' s o f t  
c u r r e nc y '  s t r a t eg y  ••• 
A 'hard currency' strategy means taking deliberate 
ac t ion t o  ensure  t ha t  the ext ernal value of o ur 
c u r r e n c y  d o e s  no t w e aken . This r e quir e s  t wo t hing s :  
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t h e a c c u m u l a t i o n  a n d  m a i n t e n a n c e o f  a d e q u a t e  
international reserves to as sure the credibility o f  the 
pol icy , and appropriate internal pol icies of economic 
managemen t . . .  With adequa te reserves ,  the flexib i l i ty 
perm i t t ed by having our own currency i s  very important 
in a l l o w i ng u s  to even o ut our g o o d  and b ad year s , by 
running surpluse s in good years and mode s t  defic i t s  in 
poo r year s ••• 
T h e  ' ha r d '  s t r a t e g y  m e a n s  f a c i n g  up t o  t h e  
d i f f i c u l t c ho i c e s  b e f o r e , r a t he r  t han a f t e r  w e  g e t  
ourselves into big trouble .  Under thi s strategy, more 
w ag e s  and s a l ar i e s  m e an s  l e s s  am b i t i o u s  g ov e r nm e n t  
programmes ;  more government expendi ture o n  one ac tivity 
means le s s  on others . 
In t he sho r t  t e r m , t hi s m eans  l e s s  in t he way o f  
i nc om e s and s e rv i c e s  t han w e  a l l  would l i ke .  I n  t he 
long term , it means the generation wi thin our country 
of m o r e  we a l t h  ••• 
And na t ur a l l y  our ado p t i o n  o f  a ' ha r d  curr enc y' 
approach means that the kina should at leas t  maintain 
its value against major world currenc ies ••• 
••• we a r e  v e r y  a w a r e  o f  the  d i s advan t ag e s  in 
i m po s ing t i g ht r e t r i c t i o n s  o n  the m ov e m en t  of  f und s ,  
wh i c h  t end t o  b e  s e l f -d e f e a t i ng .  Thi s aga in f o l l o ws 
f r o m  our ' ha r d  c ur r enc y' appr o ac h ,  whi c h  put s the 
b u r d e n  of m a i n t a ining t he value of t he cur r e nc y  on 
sound economic management and not on contro l s .  
(Bank of  Papua New Guinea , Quar terly Economic Bulletin ,  
M a r c h  197 5.) 
The elements of monetary policy out lined on Kina Day in 1975 
have formed the ba s i s  of official policy ever s ince: a kina that 
at l e a s t  m a i n t a i n s  i t s  v a l ue again s t  m a j o r  wo r l d  curr enc i e s ; 
r e l a t iv e l y  f r e e  c o nve r t i b i l i t y  o f  kina i n t o  f o r e i g n  exc hang e ;  
r e s t r a i n t  o n  pub l i c expend i t ure and wag e s  t o  avo i d  b a l an c e  o f  
paymen t s  p r o b l em s a t  the  c ho s en exchang e r a t e ; and t he u s e  o f  
var iations i n  reserves t o  reduce domes tic instabil ity associa ted 
w i t h f l uc t ua t i o n s  in t he e x t e r n a l  economy.  The s e  i d e a s  w e r e  
subsequently elaborated by Chan and hi s successors as  Mini ster for 
Finance ,  Mr Barry Hol loway and Mr John Kaputin,  and since August 
1982 Mr Phillip Bouraga . As we see in sub sequent chapter s , there 
have been times when the se s tatement s of pol icy have been honoured 
par tly in the breach. But when thi s happened , there was subsequent 
re-commi tment to announced policy. 
On 17 December 1975, just before the complete separation from 
t he Au s t r a l i a n  c u r r enc y a r e a , t he F i nance Mini s t e r s pe l t  o u t  an 
approach to se t ting the exchange rate: 
It happens that our intere s t s  in the New Year will 
b e  b e s t s e r v e d  by m a i n t a i n i ng the f o r e i g n  curr enc y 
v alue o f  t he kina . Ho w ev e r , t h e r e  w i ll b e  t i m e s  when 
it is advan t a g e o u s  for us t o  vary t he ki na ' s  e x t e r nal 
v a lue , e s p e c i a lly u p w a r d s .  I c a n t h i n k o f  t w o 
s i t ua t i o n s  when I would wan t to c hange t he exchang e 
rate. Many of you will remember the expansive times of 
la t e  197 3 and e a r ly 197 4 ,  when the pr i c e s  of o ur 
expo r t s  and i m po r t s  w e r e  b o t h  r i d i ng h i g h .  The high 
expo r t  pr i c e s  w e r e  ke e ping bus i ne s s  pr o f i t s  high and 
contr ibuting to buoyant Government revenues .  The high 
i m po r t  pr i c e s  wer e c au s i ng d r a s t i c  i nc r e a s e s in the 
c o s t  of liv i ng . The c o n s u m e r  pr i c e  i nd ex ro s e  b y  
alm o s t  3 0  p e r  c en t  i n  the f i nanc i a l  ye a r  1973/74, and 
at an annual r a t e  of 40 p e r  c e n t  in t he f inal quar t e r .  
The high inflation unsettled the whole country. If we 
had then r a i s e d t h e  v alue o f  t he kina , we would have 
qui c kly r e d uc e d  the r a te of i n f la t i o n , and r a i s e d  the 
r e al v a lue of wag e s .  We c o uld have a f f o rd ed t he 
changes , and it would have been unneces sary to g ive the 
big increases in money wages that were awarded late in 
1974 . 
We would probably judge i t  to be in our interests 
t o  vary the  exchang e r a t e  of t he kina aga i n s t  t he 
Au s t r a l i a n  d o lla r i f  t h e r e  w e r e  b i g  c h a n g e s  i n  
Au s t r a li a ' s o wn exc hang e r a t e .  Fo r exam ple , i f  t he r e  
w a s  a lar g e  d ev alua t i o n  o f  t he Aus t r alian d olla r , w e  
would have t o  j udge i n  the c ircum s tances a t  that time 
whe ther we should follow them all the way , par t  o f  the 
way ,  o r  no t a t  all. 
W e  j ud g e  i t  b e s t , at le a s t  in the e a r ly s t a g e s  o f  
o ur i nd e p end e n t  c u r r e nc y , t o  p e g  t he kina aga in s t  a 
single foreign currenc y. The Uni ted States dollar and 
the Aus tralian dollar are the two be s t  cand idates .  We 
have dec ided that our strong commerc ial and financ ial 
links with Aus tralia make it sensible to choose a kina 
exc hange r a t e  expr e s s e d  in t e r m s o f  t he Au s t r a l i an 
dollar • 
• • •  o u r  h a r d  c u r r e n c y  s t r a t e g y  ••• d o e s  i nvo lv e 
keeping up our de term ination to live wi thin our means . 
If we pay our selves higher wages than we can af ford , i f  
we t r y  t o  g e t  o u t  o f  o u r  p r o ble m s  b y  r unning r eg ul ar 
Bud ge t d e f i c i t s , t hen we w i l l  be f o r c ed t o  d ev alue . 
And t h a t  w o u ld m e a n r a p i d  i n f la t i o n  a n d  g r e a t  
instability.  I t  would mean tha t we would be unlikely 
'to be able to borrow money overseas , and that inve s tors 
wo uld only be p r e pa r ed t o  c om e  to thi s c oun t r y ,  if a t  
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all , on s pec ial terms and guarantees which i t  would be 
very harmful for the country to g ive.  
(Bank of Papua New Guinea , Quar terly Economic Bulletin , 
December 1 97 5 . )  
On 5 January 197 6 ,  the Mini ster for Finance added rest raint 
on pr iva te sec tor c redi t  to that publ ic expendi ture res traint in a 
sta tement on the cond i tions necessary to make the 'hard currency 
s t r a t e gy'  work.  But t he m a i n e m pha s i s  c o n t inued to be on t he 
limita tion o f  public sector defic i t s .  
Six months later the fore ign exchange value o f  the kina was 
r a i s e d  by 5 p e r  c e n t  a g a i n s t  t he Au s t r a l ian d o l l ar . On 2 6  J u l y  
t he Mini s t e r  exp l a ined t he a p pr e c ia t i o n  in t e r m s  o f  hi s e a r l i e r 
s ta tements  o f  pol icy , and as par t o f  an integrated macro-econom ic 
s t r a t e g y :  t he appr e c i a t i o n  f o l l owed na t ur a l l y  f ro m  the hard 
c u r r ency s t r a t e gy ; it wa s made po s s i b l e  by wo r ld e c o nom i c  
c o nd i t i o n s  ' i m prov ing , t o  a g r e a t e r  ex t en t  than we w e r e  ab l e  t o  
as sume when w e  began working o n  the early dra f t s  o f  the Budge t  for 
1 9 7 6 / 7 7 ' ;  and i t  wa s m a d e  d e s i r ab l e  by an up ward m o v e m e n t  in 
pr ices of Papua New Guinea imports  on world marke t s  in l ine with 
the general lift  in world economic ac tivi ty. The Minis ter no ted 
t h a t  'a s m a l l  numb e r  o f  ind u s t r i e s  and e n t e r pr i s e s  w i l l  b e  
adversely affec ted by the exchange rate change and may experience 
d i f f icul t ies as  a resul t ' , but that thi s burden 'will be mainly a 
sho r t  t e r m  one b e c a u s e  i t  sho u l d  b e  c oun t e r -bal an c e d  by a 
reduc t ion in costs  of machinery and materials and , from early next 
year , through reduced wage ad j ustment s ' .  
The Bank o f  Papua N e w  Gu inea in i t s  June quar t e r  1 9 7 6  
E c o n o m i c  B u l l e t i n  e x p l a i n e d  t h a t  t h e  ac t i o n  had o f f s e t  a 
d e p r ec i a t i o n  o f  t he Aus t r a l i an d o l l ar a g a in s t  m a j o r  wo r l d 
c u r r e nc i e s : t he Au s t r a l i an d o l l ar had been a r e l a t i v e l y  weak 
c u r r e ncy , d e pr e c i a t i ng aga i n s t  t h e  Un i t ed S t a t e s  d o l l ar and t he 
yen ; and the kina apprec iation against the Aus tral ian dollar had 
re s tored the relat ionship whi c h  had exi s t ed a g a in s t  t he s e  m a j o r  
currenc ies a year before. 
The Mini s t e r  for F i nan c e  in l a t e  1 9 7 5  had ind i c a t e d tha t 
t h e r e  w e r e  t wo c i r c um s t a nc e s  in w h i c h  the exc hang e r a t e  o f  t he 
kina against the Aust ralian dollar might need to be changed : high 
i n t erna t ional in f l a t i o n ;  o r  we akne s s  in t he Au s t r a l i an d o l l ar 
against major world currenc ie s .  The revaluation o f  July 197 6 had 
element s of each jus ti fica tion. Over the next year , even great er 
we akne s s  i n  the Au s t r a l ian d o l l ar pro m p t ed a s e r i e s o f  fur t he r  
revalua tions o f  the kina aga inst that currency,  des igned s imply to 
m a in t a in the kina exchang e r a t e a ga i n s t  an ave r a g e  o f  t he 
currenc ies of Papua New Guinea's  trading par tners .  The first  o f  
t h e s e , i n  r e s p o n s e  t o  a 1 7 . S p e r  c e n t  d e v a l u a t i o n  o f  t h e 
Au s t r a l i an d o l l a r a g a in s t  an av e r a g e  o f  i t s  t r a d i ng par tne r s  in 
Nov ember 1 9 7 6 ,  was 1 2 . 5  per c en t , whi c h  at the s a m e  t i m e  
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repre sented a devalua t ion of about 7.2 per c ent agains t all other 
c u r r e nc i e s . The in i t i a l  Au s t r a l i a n  d ev a l ua t i o n  was par t i a l l y  
co rrec ted b y  a series o f  small revaluations which had the e ffect 
of reducing the cumulative devalua t ion over the period to 12 o� 13 
per cent . Papua New Guinea responded with t wo small devaluat ions 
a ga i n s t  the Au s t r a l ian d o l l a r t o  m a i n t a i n  the exchang e r a t e  
aga i n s t  t he av e r a g e  o f  Papua Ne w Guine a ' s t r ad i ng par tne r s .  
Fur t h e r  we akne s s  o f  t he Au s t r a l ian d o l l ar again s t  m a j o r  wo r l d  
c u r r e n c i e s  t h r o u g h  1 9 7 7  p r o m p t e d s e v e r a l  f u r t h e r  s m a l l  
revaluations o f  the kina against the Aus tral ian dollar to maintain 
the kina rate against the selected average . 
The cumulative ef fec t of exchange rate movement s  in 1976 and 
1977 w a s  t o  r ai s e  t he v a l ue o f  t he kina by 16 p e r  c en t  aga i n s t  
t h e  Au s t r a l i a n  d ol l ar , a n d  5 p e r  c e n t  a g a in s t  an aver age o f  
currencies we ighted b y  their countries'  impor tance a s  sources o f  
i m po r t s .  But t h e  v a l ue o f  t h e  kina f e l l  by 3 p e r  c en t  a g a in s t  
a n  av e r a g e  o f  c u r r enc i e s  we i g h t ed b y  t he i r  c o un t r i e s '  
importance i n  to tal ( import plus export)  Papua New Guinea fore ign 
t r a d e  ( Tab l e  2. 1). The Aus t r a l i a n  d o l l a r  was a r e l a t i v e l y  weak 
currency throughout this period ,  and most of the kina apprec iat ion 
against tha t  currenc y was necessary simply to maintain Papua New 
Guinea ' s  exchange rate agains t an average o f  i t s  trading par tners .  
Aust ralia was more impor tant i n  Papua New Guinea ' s  imports  than in 
total trade , so that the kina apprec iated more against the impor t­
w e i gh t e d  ave r a g e , o r  ' ba s ke t ' , t han again s t  the t r ad e - w e i g ht ed 
' baske t ' .  
End of 
period 
197 5 
197 6  
197 7  
197 8 
197 9  
1980 
1981 
1982 M 
1982 J 
1982 s 
1982 0 
Sources : 
Table 2 . 1  
The foreign exchange value o f  the kina , 1976-82 
(lK•units  of foreign currency , and indexes end 197 5•100) 
$ Weighted index 
$A $US YEN DM $HK STG $NZ S'PORE 
Trade Import 
1 . 00 1 . 26 383 3 . 29 6 . 15 0 . 62 1 . 27 3 . 14 100 100 
1 . 13 1 . 23 361 2 . 90 6 . 00 0 . 12 1 . 30 3 . 02 101 105 
1 . 16 1 . 32 317 2 .  7 7  6 . 14 0 . 69 1 . 30 3 . 09 97 105 
1 . 26 1 . 4 5  281 2 . 65 6 . 97 0 . 7 1  1 . 37 3 . 14 96 107 
1 . 31 1 . 45 348 2 . 50 7 . 16 0 . 65 1 . 48 3 . 13 98 109 
1.32 1.55 315 3.50 7.92 0.65 1.63 3.24 105 113 
1 . 30 1 . 47 323 3 . 31 8 . 34 0 . 7 7  1 . 80 3 . 01 109 115 
1 . 31 1 . 38 341 3 . 33 8 . 04 o. 7 7  1 . 80 2 . 94 
1 . 32 1 . 35 344 3 . 34 8 . 02 0 . 18 1 . 82 2 . 92 
1 . 36 1 . 29 349 3 . 27 8 . 04 0 . 76 1 . 80 2 . 82 
1 . 36 1 . 28 352 3 . 28 8 . 77 0 . 76 1 . 80 2 . 82 112 118 
Bank of Papua New Guinea and authors ' calculations . 
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On 9 Januar y  1 978 , t he kina w a s  r e v a l ue d  ag a i n s t  an aver a g e  
of  the currenc ies of Papua New Guinea' s trad ing par tners f o r  the 
second time,  by 4 per cent.  Fur ther weaknes s  o f  the Aus tral ian 
dollar through 1 97 8  prompted further small revalua tions in Apr il 
and June . 
On 5 Jun e , t he F i nance M i n i s t e r  appo i n t e d  a f t e r  the 
m i d - 1 9 7 7  e l e c t i o n s , Mr Barry Ho l l o way , anno unc ed an im po r t an t  
innovation i n  exchange rate management: the o f f icial value o f  the 
kina in t erm s of the Aus tralian dollar was to be calculated each 
day to maintain the kina' s average exchange rate against a basket 
o f  currenc ies , rather than be ing adjusted a t  irregular intervals 
in accordance with the baske t .  
The m e thod o f  s e t t i ng t he k i n a  exc hang e r a t e  e ac h  d ay b y  
r e f e r e n c e  t o  s o m e  var i a n t  o f  a t r ad e - we i g h t e d  b a s ke t  h a d  b e en 
f o l l o wed f o r  f o ur and a ha l f  ye a r s  a t  t he t i m e  o f  w r i t i ng .  The 
b a s k e t  ha s b e en var i e d f r om t i m e to t i m e  dur i ng t he p e r i o d .  The 
baske t of currenc ies employed since early 1 980 would have been a 
r e l a t iv e ly weak peg i n  e a r l i e r year s .  Ho wev e r , over  t he pa s t  
couple o f  year s i t  has been par ticularly strong , caus ing the kina 
to a p p r e c i a t e  a g a in s t  b o t h  the im po r t - we i gh t ed and t he t r ad e­
we i g h t e d  b a ske t s  s i n c e  1 9 8 0  w i t ho ut any discretionary change in 
parity . 
The use o f  a baske t o f  currenc ies  for se t t ing the daily kina 
exchang e  r a t e  r em ov e d  o n e  o f  t he t wo r e a s o n s  f o r  c hang e s  in t he 
v a l ue o f  the kina : m ov e m en t s  o f  the Aus t r a l i an d o l l ar a g a i n s t  
m a j o r wo r ld c u r r e nc i e s .  I t  d i d no t r e m ov e  t he s ec o nd , t he 
i n s u l a t i o n  o f  the d o m e s t i c  e c o no m y  a g a in s t  h i g h  i n t e r na t i o na l  
inflat ion. Sinc e June 1 9 7 8  there has been one revalua tion agains t 
the baske t to offset  the ef fec t s  o f  high international inflation , 
by 5 per cent in Dec ember 1 9 7 9 .  
F r o m  m i d- 1 9 7 8  t he r e  w a s  c o n s i d e r ab l e  i n s t ab i l i t y i n  w o r l d  
fore ign exchange marke t s , wi t h  t he Un i t ed S t a t e s  d o l l ar no t ab l y  
weak a n d  the y e n  s t r o ng .  W i t ho ut a n y  change i n  t he av e r a g e  
exchange r a t e  o f  t he kina , a c c o r d i ng t o  t h e  b a s ke t , t h e  v a l ue o f  
the kina i n  Un i t e d  S t a t e s  d o l l a r s  r o s e  f ro m  $US 1 . 3 8  o n  5 June t o  
$ US 1 . S l  a t  t h e  end o f  Oc t o b e r . The Un i t ed S t a t e s  d o l l ar t hen 
streng thened against o ther currenc ie s , so that by April 1 97 9  the 
v a l ue o f  t h e  k i na i n  Uni t ed S t a t e s  d o l l a r s  w a s  b a c k  to t he l ev e l  
o f  t h e  p r ev i o us June . The kina' s v a l ue i n  y e n  f o l l o we d  an 
o ppo s i te cycle , r i s ing sharply bet ween June and Oc tober 1 97 8 ,  and 
then r e t ur n ing to e ar l i e r  lev e l s  b y  about  Apr i l  1 9 7 9 .  The 
Aus tral ian dollar was weak relative to major currencies  through 
thi s pe r i o d , and the Au s t r a l ian d o l l ar v a l ue o f  t he kina r o s e  by 
about 2 per cent between June 1 9 7 8  and Apri l  1 97 9 .  
Although the fore ign exchange value o f  the kina against  the 
s e l e c t ed b a ske t ha s b e en he ld c o n s t an t  s i nce  t h e  r ev a l ua t i o n  i n  
D e c e m b e r  1 9 7 9 ,  c hang e s  i n  t he v a l ue o f  the m a j o r  c ur r enc i e s  
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against each o ther have caused large movement s in the value of the 
kin a  a g a in s t  ind i v idual curr enc i e s .  Thro ug h  1980 the Uni t e d  
States dollar was weak and the yen s trong.  The value o f  the kina 
r o s e  by about 7 p e r  c e n t  a g a i n s t  t he f o r m e r  and f e l l  by about 10 
p e r  c e n t  a ga i n s t  t he yen , whi l e  r em a in i ng s t eady a g a i n s t  t he 
Au s t r a l i an d o l l ar . Thr o ug h  t he f i r s t  ha l f  o f  1981 the Uni t ed 
S t a t e s  a nd Au s t r a l i a n d o l l a r s  w e r e  s t r o ng ,  a n d  t h e k i n a  
deprec iated considerably against both , while appreciating against 
a weak yen.  S i nc e  t hen it ha s a pp r ec i a t ed b y  a few per c en t  
against a weak Aus tral ian dollar , depreciated considerably against 
a s t rong Uni t ed States dollar ( a  cumulat ive deprec iat ion of  about 
15 per c en t  s i n c e  l a t e  1980) and r em ained f a i r l y  s t e a d y  a g a in s t  
t he yen.  
Over the whol e  period from monetary independence to the end 
of 1981, the kina increa sed in value by about 15 per cent against 
the impor t-weighted basket and about 9 per cent against the trade­
we igh ted b a s ke t ( l e s s  b e c a u s e  o f  t he l o w e r  we i g h t  o f  t he weak 
Aus t r a l i an d o l l ar ) .  It a p pr e c i a t e d  by over 30 per c en t  a g a in s t  
t he Au s t r a l i an d o l l a r .  The p e g g i ng o f  t he kina aga i n s t  a b a s k e t  
wi th a higher component o f  Uni ted States dollars than ei ther the 
t r ad e - w e i g h t ed o r  i m po r t -we i g h t ed b a s ke t s  c a u s ed a f ur t he r  
appr e c i a t i o n  o f  t hr e e  p e r c en ta ge po in t s  a g a in s t  b o t h  t he t r a d e ­
w e i gh t ed a n d  i m po r t-we i g h t ed b a s ke t s  in t he f i r s t  10 m o n t h s  o f  
1982. The kina a p p r e c i a t e d  about 20 p e r  c en t  a g a i n s t  t he b a ske t 
against which i t  i s  now pegged bet ween early 1976 and the end of  
1979. It ha s b e en s t e a d y  a g a i n s t thi s g r o up o f  c ur r enc i e s  s in c e  
then . 
The exchang e r a t e  a g a in s t  t he Aus t r a l i an d o l l a r i s  wa t c hed 
mo s t  c l o s e l y  b y  m any Papua New Guine a re s i d ent s ,  s o  that  t he 
weakne s s  of the Aus tralian dollar has exaggerated the strength o f  
the kina i n  the eye s  o f  some observers.  Over the seven years , the 
kina retained its  value against the Uni ted States dollar , and fell 
by a few per cent against the yen. Papua New Guinea government s 
have broadly honoured the ir comm itments to maintain the value o f  
the kina against major wor ld currencies . 
Al though a cons i s tent approach to se t ting the exchange rate 
has been maintained over four successive government s the style of 
pr e s e n t a t i o n  of t he ha r d  c ur r en c y  s t r a t e g y ,  and the m ann e r  in 
which some o f  its components were implemented , were dif ferent in 
1980 and 1981. The l oo s e n ing o f  the d om e s t i c  expend i tu r e  
re s t r a int  wh i c h  h a d  b e en s e en a s  a ne c e s s ar y  part o f  t he hard 
curr enc y s t r a t e g y  is d e s c r ib ed in Cha p t e r  3 and Cha p t e r  7 .  The 
s e t t i ng o f  t h e e x c h a n g e r a t e i t s e l f  b e c a m e  a m a t t e r o f  
c o n t r o v e r s y ,  whi c h  r a i s e d  d o ub t s  in t he c o m m uni t y  about the 
s tab ility of  the fore ign exchange value of  the kina for the first 
time since mone tary independence .  
I n  Augus t 1980, t h e  M in i s t e r  f o r  F i nanc e ,  M r  John Ka pu t i n ,  
announc ed t h a t  t h e r e  would b e  n o  f ur t he r  r ev a l ua t ions  whi l e  
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c o m m od i t y p r i c e s  r e m a ined  d e pr e s s e d . The M i n i s t e r  h i m se l f 
s ub se quen t l y  a f f i r m e d  hi s c o mm i t m e n t  t o  t he ' ha r d  c u r r ency 
s t r a t e gy' , whi l e  suc c e s s i v e  s t a t e m en t s  of the Bank of Papua New 
G u i n e a  d e s c r i b e d t h e M i n i s t e r ' s Aug u s t  s p e e c h  a s  h av i n g  
r e p r e s e n t e d  a ' change o f  a p p r o a c h '  o r  a ' chan g e  o f  po l i c y ' . 
Through 1 9 8 1  i t  w a s  w i d e l y  r um o ur e d  t h a t  t he B ank o f  Papua New 
Gu i n e a  f a v o u r e d  d e v a l ua t i o n .  A l l o f  t hi s  c o m b ined w i t h 
unc e r t a in t y  about  po l i t i c a l  l e a d e r s hi p ,  l o s s  o f  c o n t r o l  o f  
government expend i ture and d i f ficulties  in the ob jec tive economic 
c i rcum s tances to reduce community conf idence in o f f ic ial policy. 
Some consequences o f  thi s are no ted in later chapter s .  
Chapter 3 
The economic environment and macro-economic performance 
The external environment 
W o r l d  pr i c e s  f o r  Papua Ne w Gui n e a ' s expo r t s  r e l a t i v e  to 
i m por t s  were w e l l  b e l o w  hi s t o r i c a l av e r a g e s a t  t he t i m e  o f  
mone t a r y  i nd e pendenc e .  Ave r a g e  pr i c e s  f o r  Papua Ne w Guinea 
exports  measured in kina rose strongly in 1976 and 1977, as prices 
for coffee and other beverages inc reased . They fell substantially 
in 1978 as prices for beverages re trea ted on world markets , theri 
increased in 1979 with a sharp rise in metal and some recovery in 
beverages pr ices.  Me tal prices peaked in the first hal f  of 1980, 
but the average for the year remained above that for 1979 despi te 
much lower prices later in the year. Thi s out weighed the effect s  
of lower prices for o ther export s .  Then i n  1981 there were large 
f a l l s  in t he pr i c e s  o f  m e t a l s  as w e l l  as o t her expo r t s .  The l o w  
prices continued into 1982. 
The s e  pr i c e  m ov e m en t s  m e a s u r e d  in kina were  pa r a l l e l ed by 
movem en t s  m e a s ur ed in Uni t ed S t a t e s  d o l l ar s , exc e p t  t ha t  in 
dollars there was significantly less  reduction in average prices 
i n  1978, a g r ea t e r i nc r e a s e  i n  1980, and a s ub s t an t i al f a l l  in 
1982 when kina prices were more or less  steady (Table 3 . 1 ) .  
It  i s  the price s of  exports  relative to impor t s , described as 
the terms of trade , and no t  export prices alone which determine 
t he e f f e c t s  o f  i n t e rna t i o n a l  pr i c e s  on t he l ev e l  o f  r e a l  
expend i t u r e  tha t c an b e  s up p o r t e d  w i thin Pa pua Ne w Gui n e a .  The 
ave r ag e  pr i c e  of a l l  g o od s  in i n t e rna t i onal t r ad e , expr e s s ed in 
Uni ted States dollar s ,  was fairly steady in 1976, ro se by about 10 
p e r  c e n t  in 1977 and 1978, and t hen shar p l y  by about 20 p e r  c en t  
in 1979 a n d  25 p e r  c e n t  in 1980 f o l l o wing larg e inc r e a s e s in t he 
price of pe troleum .  Prices of goods entering interna tional trade 
s tabili zed in 1981 and remained steady in 1982 under the influence 
o f  wo r l d  r e c e s s i on.  Chang e s  in t h e  value o f  t he kina in Uni t ed 
States  dollars made import prices in kina somewhat less volatile 
t han w o r l d  pr i c e s : t he s t r e ng t h  of t he kina r ela t ive t o  t he 
dollar reduced the impact of international inflation on Papua New 
Guinea imports  in 1980, when pr ices in industrial countries rose 
as r a pi d l y as i n  the o ther  hi gh- i n f l a t i o n  year o f  m o d e r n  t i m e s , 
1974; and t he kina d e pr e c i a t ion aga i n s t  the  d o l l ar in the  l a t e r  
1 7  
Period 
197 5  
1976  
197 7  
197 8 
197 9 
1980 
1981 
1982 
a 
b 
Source : 
Total 
( 1981 
weights )  
( 1) 
100 
137 
182 
146 
204 
245 
200 
Exports ( Kina , 1975a100) 
Copper 
concen­
trates 
Other 
exports 
Total 
(Weights from official 
export index with 1972-73 
base)  
( 2 )  ( 3 ) ( 4 )  
100 100 100 
113 140 122 
108 256 162 
110 202 143 
176 227 194 
202 205 203 
172 156 166 
158a 162a 159a 
Average for the first six months . 
Table 3 . 1  
Movements of international prices 
International Prices 
Imports ( 1975z100) 
Import World trade 
deflater deflater 
( kina) 
(World imports)  
( $US ) ( Kina) 
( 5 ) ( 6 )  ( 7 )  
100 100 100 
111 101 105 
115 110 114 
118 121 112 
129 144 134 
146 177 155 
157 175 154 
175b 112b 
Weighted average 
consumer prices 
of PNG trading 
partners 
Own Kina United 
States 
dollars 
currencies , 
trade weights 
( 8 )  ( 9 )  ( 10) 
100 100 100 
108 109 108 
125 118 121 
149 124 130 
152 136 138 
172 148 141 
174 161 147 
Estimate , September 1982 , based on average exchange rate of K1•$1. 28 . 
National Statistical Office ; World Bank ; and authors ' calculations . 
Terms of 
trade 
1981 197 2-73 
export export 
weights weights 
[ ( 1) 7 ( 5 ) ]  [ ( 4 ) 7 ( 5 ) ] 
( 11)  ( 12)  
100 100 
123 110 
158 141 
124 121 
158 150 
168 138 
127 108 
1--' 
00 
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ye a r s  l e d  to s ub s t an t i a l  inc r e a s e s  in i m po r t  pr i c e s  when wo r l d  
dollar prices were steady. 
Papua New Guinea's  terms o f  trade were extremely low in 1 9 7 5 .  
T h e y  im prov e d  s o m e wha t in 1 9 7 6  a n d  s ub s t an t i a l l y  i n  1 9 7 7 .  They 
then fell back in 1 9 7 8  before r ising to a post-independence peak 
in 1 97 9  (using 1 97 2-73 export we ight s )  or 1 980 (using 1 98 1  export 
we i g h t s ) . l The annu a l  d a t a  o b s c ur e  t he h i g h  l ev e l s  r e ac hed in 
the last  quar t e r  of  1 9 7 9  and t he f i r s t  qua r t e r  of  1 9 8 0 , b e f o r e  a 
collapse o f  export prices which led to large fall s  in the term s  of 
t r a d e  in t he r em aind e r  o f  1 9 8 0 .  Av e r a g e  expo r t  pr i c e s  i n  Uni t e d  
S tates dollars and Papua New Guinea' s terms o f  trade were s table 
at low level s from about mid-1982 .  
Compar i s o n  o f  c o l umns 5 and  7 in Tab l e  3 . 1  i l l us t r a t e a 
phenomenon o f  considerable impor tance to a small open economy like 
Pa pua Ne w Gui n e a : t he ave r a g e  pr i c e s  o f  go od s o n  wo r l d  m ar ke t s  
are much more volatile than average dome stic price s in a range of  
countr ie s , even when both have been conver ted at ruling exchange 
r a t e s  i n t o  a c o m m o n  c u r r ency ( Un i t ed S t a t e s  d o l l ar s ) .  Av e r a g e  
prices of  good s enter ing international trade have been stable in 
r e c ent year s o f  w o r l d  r e c e s s ion , a l t hough t h e r e  has b e en s o m e  
i n f l a t i o n  in m a j o r  indus t r i a l  ec onom i e s .  In t e r na t i o na l  pr i c e s  
have ri sen much more than dome s tic prices i n  be tter time s .  Thi s 
i s  par tly the e ffec t of volatile prices for primary commod i tie s , 
but t he s a m e  g e n e r a l  p i c t ur e  r e m a i n s , a l t hough l e s s  s t r i k i ng l y , 
when t he f o c u s  i s  nar r o wed t o  m anufac t ur ed g o od s .  Thus a s m al l 
o pen e c onom y ,  in t he ab s e n c e  o f  c o un t e rva i l i ng exchang e  r a t e  
m ov e m en t s , c an ex pe c t a v e r y  uneven pa t t e r n  o f  pr i c e  i nc r e a s e s  
over time. 
Fluc tuations in export prices , and les s  extreme fluc tua tions 
in the terms of  trade , have been the common experience of pr imary 
expo r t ing c o un t r i e s t h r o ughout t he m o d e r n  e r a  of wo r l d  t r ad e .  
However , the fluc tuations over the pa st decade have been unusually 
s e v er e ,  par t i c ul ar l y  t he peaks f o r  Papua Ne w Guinea expor t s  in 
1 9 7 3 - 7 4  and 1 9 7 9 - 1 9 8 0 , and t he t ro ug h s  of 1 9 7 5  and 1 9 8 1  onward s .  
I n  pr inc i p l e , gov e r n m en t s  c an com pensate for the se fluc tuations 
w i t h  d o m e s t i c  f i s c a l and m o ne t a r y  p o l i c i e s .  The Papua Ne w 
Guinea authori ties  at tempted to dampen al though no t to remove the 
d o m e s t i c  e c o nom i c  im pac t o f  f l uc t ua t i o n s  in t he t e rm s  o f  t r ade 
a f t e r  Inde pendenc e ,  and we r e  par t i a l l y  s u c c e s s fu l , as we s e e  in 
the next sec tion and in later chapter s .  
But there i s  n o  way o f  com pensating f o r  large permanent , as 
d i s t i nc t f r o m  c yc l i c a l , chang e s  in t he t e rm s  of t r ad e .  When a 
coun t r y  s uf f e r s  a l a r g e  pe r m anent  d e t e r i o r a t i o n  in i t s  t e r m s  o f  
1 .  The 1 98 1  export weight s g ive much more prom inence t o  gold than 
the 1 972-73  weight s .  The pr ice of gold was exceptionally high in 
1 980 , and very low in 1 97 2-7 3 .  
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t r ade , i t  is f o r c e d  t o  ac c e p t  a d e t e r i o r a t i o n  i n  av e r a g e  l iv i ng 
s t andard s ,  and thi s i s  a l ways p a i n f u l  and p o l i t i c a l ly d i v i s i v e .  
S o m e  g r o u p s  c an s o m e t i m e s  avo i d  shar i ng i n  t he f a l l  i n  l iv i ng 
s t andard s :  p e o p l e  l iv ing a t  p r e s e n t  a t  the expen s e  o f  t ho s e 
l iv i ng in t he f ut ur e  t hrough t em po r ar i l y  i nc r e a s e d f o r e i g n  
b o r r o wing ; o r  peo p l e  w h o  r e m a i n  in e m p l o y m en t a t  t he expe n s e  o f  
the unemployed through maintenance o f  real wage s a t  levels rul ing 
before the deter ioration in the terms  o f  trade.  The se responses 
a r e  u s u a l l y  t h o u g h t  to h a v e  i n e q u i t a b l e  e f f e c t s  on t h e 
distribution o f  income. 
The f l uc t ua t i o n s  i n  Papua New Gui n e a ' s  t e r m s o f  t r ad e  i n  
r e c e n t  year s h a v e  b e en ac c o m pa n i e d  by l o wer ing o f  expe c t a t i o n s  
about  f u t ur e  pr i c e s . In t he 3 year s t o  1 9 8 3 , t h e  W o r ld Bank's 
pro j ec t ions of  average prices in real terms  for Papua New Guinea's 
expo r t s ov e r  t he 1 9 8 0 s  f e l l  by 2 0  p e r  c en t . Thu s no t o n l y  a r e  
c u r r e n t  aver age p r i c e s  o f  Pa pua N e w  Gui n e a  expo r t s  o n  w o r l d  
marke t s , rela t ive to import pr ice s ,  probably lower than they · have 
ever been except for 1 97 5 ,  but the extent of recovery of prices in 
the fore seeable fut ure i s  expec ted to be less  than was anticipated 
a f e w  y e ar s a g o  (Tab l e  3 . 2 ) .  
The r e  i s  a l ways a g r e a t  d e al o f  unc e r t a i n t y  ab o ut f u t u r e  
pr ices , and future pr ices may turn o u t  to b e  higher or  lower than 
s u g g e s t e d  in Tab l e  3 . 2 .  The pr i c e  o f  g o l d  i s  e s p e c i a l l y  hard t o  
predict , s ince i t  i s  s t rongly influenced b y  changes i n  sentiment 
and speculative ac tivity tha t ar e no t closely related to cost s of 
g o ld p r o d uc t i o n  o r  to d e m and for c o n s um p t i o n  o r  i nd u s t r i a l  
purpo s e s .  I n  1 9 8 1 ,  g o l d  r e p r e s en t e d  o ne - t h i r d  o f  the v a l ue o f  
Pa pua Ne w Gu inea expo r t s .  Th i s  r a t i o  i s  l i ke l y  t o  r i s e  t o  m o r e  
than one-hal f as the first  phase o f  Ok Ted i production appear s in 
the na t ional account s in 1 984 or 1 9 85.  If  gold prices remained at 
late 1982 levels  through the 1980 s , rather than the lower level s 
a s s um ed in t he p r o j e c t i o n s , a nd al l o t he r pr i c e s  w e r e  a s  
pro j ec ted , then b y  1985 the term s o f  trade ( 1 981  expor t  weight s)  
would exc e ed the av e r a g e  f o r  t h e  1 9 7 0 s . Pa pua Ne w Guin e a ' s  
exceptional dependence on the m o s t  unpred ic table o f  a l l  commod i ty 
prices creates s pec ial problem s for economic management , which 
are di scus sed in later chapter s .  
F o r e i g n  a i d  i s  a s e c o nd c r i t i c a l ex t e r na l  i n f l uenc e o n  the 
Papua New Guinea economy. Untied cash grant s f rom Aus tralia are 
about o ne - thi rd a s  i m po r t an t  a s  expor t s  a s  a s o ur c e  o f  f o r e i g n  
exchange .  When the f i r s t  na tional government was formed a decade 
ago , the v a l ue o f  g r an t s  f r o m  and d i r ec t expend i t u r e  by t he 
Australian Government was substant ially larger than the value o f  
expo r t s .  The d r am a t i c  c hang e i n  these relative magni tudes came 
a b o u t  t h r o u g h  a c o m b i n a t i o n  o f  e x p a n s i o n  o f  e x p o r t s  a nd 
contrac tion in the real value o f  aid.  The lat ter contrac tion was 
l a r g e  i n  t he e a r l y  ye a r s  f o l l o w i ng the f o rm a t i o n  o f  t he f i r s t  
Somare government in 1 97 2 ,  including 1 97 5-7 6 ,  when the unilateral 
reduc tion o f  aid by Aus tralia late in the Papua New Guinea budge t-
Table 3 . 2  
Indexes of purchas ing power of prices for major Papua New Guinea 
exports 1970-1981 and e s t imates for 1982-90 
( 1981 purchasing power = 100) 
Total s a 
Cof fee Coconut Palm Oil Cocoa Tea Rubber Hardwood Copper Gold Me tals Other All 
log s 
( Percentage ( 14 . 9 )  ( 6 . 2 ) ( 2 . 3 )  ( 6 . 8 )  ( 1 . 5 )  ( 0 . 5 )  ( 9 . 0) ( 24 . 9 )  ( 33 . 7 )  ( 58 . 6) ( 41 . 4) ( 100) 
weight s )  
( 1 ) ( 2 )  ( 3 )  ( 4 )  ( 5 )  ( 6 )  ( 7 )  ( 8 )  ( 9 )  ( 10 )  ( 11)  ( 12 )  
1975 78 104 117 96 105 81 63 86 61 7 2  8 5  7 7  
1976 169 109 108 149 115 105 8 3  121 47 7 8  132 100 
197 7 2 61 147 129 2 53 185 102 86 104 . 51  74  192 123 
197 8 152 146 123 192 127 104 7 5  92 61 7 4  138 100 
197 9 142 186 121 166 122 120 116 120 81 98 144 117 
1980 116 114 98  119 105 124 127 119 131 126 117 122 
1981 100 100 100 100 100 100 100 100 100 100 100 100 
1982b 103 86 83 89 97 96 103 94 76  8 4  9 7  8 9  
19 8 3 b 100 91 87 87 94 99 104 109 76  90 96 92  
1985b 93 132 99  70 8 5  107 107 127 76 98  98  98  
1990b 94 13 5  100 70 91 124 118 146 76 106 102 104 
1995b 112 132 99 83 86 12 9 131 152 76 108 113 111 
Average 
1970-79 133 163 132 136 133 106 84 157 53 97 127 109 
a Weights as in PNG export value s  for 1981 . 
b Forecas t .  
Source : C a l c u l a t i o n s  f ro m  d a t a  prov i d e d  by W o r l d  Bank E c o no m i c  Ana l ys i s  and Pro j ec t i o n s  Depa r t m en t , 
Forecas t s  May 1982.  Gold , the most difficul t to predict , i s  e s t imated to average $US 3 50 �n 198 1  
prices i n  future . N ..... 
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m ak i ng pro c e s s  l e d  to a b i t t e r  r e s po n s e  from P a pua Ne w Gui n e a  
l e ad e r s .  P e r  c a pi t a  Au s t r a l i an a i d  l ev e l s  have f a l l en b y  m o r e  
than hal f  since the formation of  the first national governmen t  a 
decade ago. Since 1 9 76-7 7 ,  when aid took i t s  current form for the 
first tim e ,  the real purchasing power o f  untied cash grants from 
Aus tralia has fallen by an average of  5 per c ent per annum ( column 
1 of Table 3 . 3 ) .  Thi s reduc tion occurred b y  agreement between the 
two government s .  Under a s e c o nd f iv e-year ag r e em en t  hav i ng i t s  
f i r s t  e f f e c t i n  1 9 8 1 -8 2 ,  t he 5 p e r  c e n t  annua l r e d uc t i o n  i s  
e s t a b l i shed b y  fo r m u l a  ( c al c u l a t e d  i n  t e rm s o f  t h e  d om e s t i c 
purcha s i ng power o f  Au s t r a l i an d o l l a r s ) , s ub j e c t  to r ev i e w  in 
s pecified c i rcum s tances and also to m id-term review. De spi te the 
l a r g e  d e c l ine in the r e l a t i ve i m po r tanc e o f  Aus t r a l ian a i d  ov er 
the pas t  decade 9 var iat ions of  5 per cent have signi ficant e f fec t s  
o n  macro-econom ic per formance i n  any one year , and the accumulated 
decl ine in the real value of  aid has had a major impac t on mac ro­
economic per formance. One year ' s  reduc t ion in Aus tral ian aid at 
the current rate reduces the amount of  real domestic expendi ture 
t ha t  c an be ma i n t a ined w i thout  c a u s ing b a l anc e o f  paymen t s 
problems by as much as the destruct ion o f  hal f  o f  the contemporary 
copra indus try , o r  of  the Chimbu Province coffee industry. 
Bo t h  t he Papua Ne w Gui n e an and Aus t r a l ian governm en t s  have 
f avour ed r e l a t iv e l y  r a p i d  r educ t i o n  i n  t he r e a l  v a l ue of a i d .  
The rate o f  reduc tion has been agreed between the governments in 
e ach year  s i nce the  1 9 7 5 - 7 6  c o n f ron t a t i o n.  The unu s ua l l y  h i g h  
l e ve l s o f  e xpend i tu r e  b y  t he m e t r o po l i tan p o w e r  w h e n  the f i r s t  
na tional government was formed i n  1 97 2  probably made fairly rapid 
r e d uc t i o n  in aid inev i t ab l e , f o r  s o m e  year s at l ea s t . The 
i m p r o v i ng t e r m s o f  t r a d e  in t h e y e a r s i m m e d i a t e l y  a f t e r  
Ind e pend enc e m a d e  i t  e a s i e r  f o r  Pa pua Ne w Gui n e a  t o  a c c e p t  
sub s tant ial reduc tions i n  the purcha sing po wer of  aid. The five­
year agreement concluded be tween the Fraser and Chan governments 
in m id-1 980 was premised expl ici tly on much higher term s  of  trade 
and m iner a l s produc t i o n  than have b e e n  expe r i e n c e d  s i n c e  tha t 
t i m e , o r  wh i c h  a r e  no w an t i c i pa t e d . 2 As i t  ha s t ur ned o u t , t he 
2 .  The Crawford Repor t  upon which the Chan-Fraser agreement was 
based as sum ed an average level of  revenue from Bougainville Copper 
of K l 4 0  m i l l i o n  in t he pr i c e s  o f  1 9 8 0 .  O r e  g r ad e s  and m e t a l  
pr i c e s  m uc h  l o w e r  t hen exp ec t e d m e an t ha t  ac t ua l  r ev e nue f r om 
Bougainville Copper was less than one-fifth of thi s amount in 1 98 3  
and probably well below proj ec ted levels throughout the period o f  
t h e  a i d  a g r e e m e n t .  T h e  C r a w f o r d  Re p o r t  s t a t e d  t h a t  t h e 
government s should meet to consider variation in the rate of aid 
r e d uc t i o n  i f  t he g o l d  pr i c e  f e l l  b e l o w  $ U S  3 50 p e r  o un c e  in 1 9 8 0  
prices , o r  i f  m ineral produc t ion fell below expec ted levels.  Gold 
prices were below the $US 3 50 in current prices for much of 1 982 .  
The  r e c ov e r y  o f  g o ld pr i c e s  l a t e in 1 9 8 2  and early i n  1 9 8 3  w i l l  
have a s i gn i f i c an t  i m pa c t  o n  g ov e r nm en t  r evenue s f r o m  1 9 8 4 , but 
no t be fore then. The Crawford Report 's  as sumpt ions about export 
pr i c e s  for good s o ther  t han m e t a l s ,  b a s e d  on then- c ur r e n t  W o r l d  
Bank proj ec tions , were far higher than prices tha t  are currently 
pro j ec ted by the World Bank. 
1 975-76 
1 976-77 
1 97 8  
1979  
1 980 
198 1 
1 9 82 
a 
b 
c 
d 
Table 3 . 3  
International financial flows and financial conditions 
Aus tralian grantsa Interest rates Net private Net official 
capital capital 
Kina Australian Australian us us inflow inflow 
purchasing purchasing dollarsb dollarsc dollars 
power power ( per cent ( per cent ( real , 
per annum) per annum) per cent 
per annum) 
(K million) (K million) 
( 1 )  ( 2 )  ( 3 )  ( 4) ( 5 ) ( 6 )  ( 7 )  
1 00 1 00 1 0 . 2  5 . 0  4 1 9 . 5  9 . 7  
106 94 1 0 . 3  5 . 5  -3 3 1 . 4  20 . 1  
96 83 9 . 1  7 . 9 -2 -20 . 2  -5 . 6  
93 83 9 . 8  1 1 . 2  -7 1 1 . 1  2 6 . 6  
82 75 1 1 . 6  1 3 . 4  -8 2 9 . 9  44 . 2  
8 1  7 1  1 4 . 0  1 6 . 4  +15 1 89 . 2  6 9 . 0  
sod 67 222 . 4 ( Sept ) -2 . 0 ( June) 
Da ta f rom Aus tralian budge t  papers are incon s i s t ent with t ho s e  f ro m  Papua New Guinea 
sources , because of inclusion of some items in the Australian data which Papua New Guinea 
did not consider to be aid. The Papua New Guinea data from 1 975-76 include only the untied 
cash grant ; data for 1 97 5-76 , before aid was placed on its post-Independence basis ,  includes 
a l l  i t ems s ub s e quen t l y  incorpora ted into the re s ponsibi l i t i e s  of the Papua New Guinea 
Government , including expatriate salaries and construction of airports. 
Long-term government bond yields . 
Money market and Eurodollar rate s . 
Based on budget estimates of aid and inflation rates . 
Sources :  Papua Ne w Guinea ( 1 )  and 4us t r al ian ( 2 ) Budget Pape r s ; Internat ional Monetary Fund , 
International Financial Statistics ( 3  and 4) ;  Bank of Papua New Guinea ( 5).  
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c o n t i nua t i o n  of  s ub s t an t i a l  r ed uc t i o n s  in a i d  a f t e r  1 98 0  ha s 
re info rced the contrac tionary e f fect s  of rapidly fall ing term s  of  
trade.  The se are the circumstances that led to  bringing the m id­
term review of  the five-year agreement forward to early 1 983.  
Papua New Guinea ha s made some use of  aid from non-Australian 
s o ur c e s  s i nce Ind e p e nd enc e .  The v a l ue o f  g r an t  a i d  f r om n e w  
s o ur c e s  b ui l t  up s t e ad i l y  t o  a n  e s t i m a t e d  KS m i l l i o n  fo r 1 9 8 3 .  
Thi s i s  less  than one-half o f  the annual reduc t ion in Aus tralian 
a i d . Whi l e  g r a n t  a id f r o m  new s o ur c e s  and a l so c o nc e s s i o na l  
loans under var ious aid arrangement s have been useful t o  Papua New 
Guinea , it is inconce ivable tha t they could gro w enough to offset 
more than a minor par t of  the accumulated decl ine in grant s from 
Aus tral ia . 
Papua New Gui n e a  un t i l  r e c en t l y  was  no t a m a j o r  d eb t o r  to 
the rest  of  the wor ld , so that changes in internat ional interest  
r a t e s  d i d  no t have much d i r e c t e f f e c t o n  the current a c c ount o f  
the  Pa pua New Gu inea b a l anc e o f  paym ent s .  Dur ing t he f i r s t  4 
y e a r s  a f t e r  m one t a r y inde pend enc e ,  f o r e ign exchang e r e s e r v e s  
( wh i c h  r e p r e s en t  Pa pua Ne w Gu inea l e nd i ng t o  t he r e s t  o f  t he 
wo r l d )  g r e w  m o r e  r a p i d l y  t han pub l i c  and p r i v a t e  s e c t o r  fo r e i gn 
d e b t . 3 By t he end o f  1 9 7 9  t he v a l u e  o f  t he f o r e i gn exchang e 
r e s e r ve s h e l d  by t he Bank o f  Pa pua Ne w Gui n e a  r o ughl y e q ua l l ed 
the value of  publ ic and priva te sec tor borro wing from the rest of 
the wo r l d . But t hi s chang ed r ad i c a l l y  as f o r e i g n  r e s e rv e s  f e l l  
and fore ign debt rose through 1 980 : data on capi tal movement s and 
inc om p l e t e d a t a o n  f o r e i g n  d eb t  s ugg e s t  t ha t , b y  e a r l y  1 9 8 1 , 
f o r e i g n  d e b t  exc e e d e d f o r e ign exc hang e r e s e rv e s  by a r o und K2 0 0  
m i l l i o n ;  a n d  by e ar l y  1 9 8 2  by about K S O O  m i l l i o n .  Thus b y  e ar l y  
1 9 8 2  a 2 p e r  c en t  inc r e a s e i n  r e a l int e r na t i onal in t e r e s t  r a t e s  
would reduce domestic real spend ing power b y  about the amount o f  
t he annual r educ t ion i n  Au s t r a l i an a i d , o r  b y  abo u t  a s  much a s  a 
worsening in the terms of trade by 2 per cent.  The real interest 
rate is  c a l c ul a t ed b y  d e d uc t ing f r om the  nom inal i n t e r e s t  r a t e  
( exp r e s s e d , say , in Un i t e d  S t a t e s  d o l l a r s )  the r ed uc t i o n  in t he 
r e a l  purcha s i ng po w e r  o f  the  c ur r enc y in which a d eb t  m u s t  be 
r e p a i d  ( in thi s c a s e , i n t e rna t i o na l l y  t r ad e d  g o o d s w i th pr i c e s  
expressed in Uni ted S tates dollar s ) .  Real interna t ional intere st 
rates were strong ly negat ive be tween 197 7 and 1 980 , but massively 
po sitive ( 1 5  per cent) in the year in which Papua New Guinea net 
fore ign indeb tedness rose to high level s .  Whi le there has been a 
subs tantial reduction in real international interest rate s since 
m i d - 1 9 8 2 , t he r e  i s  no r e a s o n  to expe c t them to r e t u r n  to the l o w  
and negative rates of  the 1 97 0s .  
Chang e s  i n  i n t e r na t i o nal i n t e r e s t  r a t e s plac e pr e s s ur e s  on 
d o m e s t i c  f inanc i a l  marke t s ,  and s o  have i m po r t a n t  d o m e s t i c  
3 .  To t a l  pr i v a t e  s e c t o r  i n t e r na t i o na l  d eb t  w a s  a b o u t  K2 0 0  
mill ion a t  the end of  1 98 1  ( including Kl 7 mill ion for Ok Tedi and 
K9 5 m i l l i o n  f o r  BCL) , and about K3 9 0  m i l l i o n  a t  t he end o f  
Se ptember 1 9 82 ( Ok Ted i Kl 5 5  million and BCL Kl l6 m i l l ion) . 
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econom ic e ffec t s  independently o f  the international trans fer s of 
income with which they are a s sociated.  When nom inal international 
i n t e r e s t  r a te s a r e  hi g h ,  d om e s t i c i n t e r e s t  r a t e s  mus t a l so r i s e 
unless  there i s  expec tation o f  an apprec iation o f  the currency,  or 
e l s e the r e  is r i s k  of exc e s s i ve c ap i t a l  out f l o w .  Links b e t w e e n  
domes tic and interna tional rates are d i scus sed later . 
Ne t c a p i t a l  in f l o w  ( c o l um n  6 o f  Tabl e 3 . 3 )  i s  a f f e c ted by a 
r ang e o f  fac t o r s , o n l y  s om e  o f  whi c h  a r e  e x t e rnal t o  Papua Ne w 
Guinea . The net capi tal out f low in 197 8 reflec ted the repayment 
of a l ar g e  l o ng s t and i ng l o an by Boug a i nv i l l e  Co pper  as w e l l  a s  
hi g h  bus in e s s  pro f i t s  and a hi ghl y  l i qu i d  banking s ys t e m .  
Generally pr ivate inve stment ha s been more difficul t and costly to 
a t t r a c t to d e v e l o ping coun t r i e s over t he l a s t  f e w  yea r s , as a 
result of mul tina tional corporations' o wn f inanc i a l  d i f f i c u l t i e s  
and pes simistic expectations about fut ure market growth. Thi s has 
a f f e c t ed i nv e s t m e n t  i n  s o m e  s e c t o r s  o f  t he Pa pua New Guinea 
economy, including f i sh and timber production. But in Papua New 
Guinea t hi s has b e en out w e i ghed by t he f o r t ui t o u s  t i m i ng o f  t he 
huge inv e s t m en t  i n  the Ok Ted i m ine , whi c h  w i l l  ke e p  d i r e c t  
pr iv a t e  fo r e i gn i nve s t m en t  a t  much higher l ev e l s t han t he po s t ­
Ind epend enc e no r m  f o r  s e v e r a l  year s .  The high l e v e l  o f  n e t  
capi tal inflow f o r  1 9 8 1  was influenced by the early cons truc tion 
e f f o r t  at Ok Ted i  and by BCL c r ed i t  r e qui r e m en t s , but much o f  i t  
r e pr e s en t ed an a c c o m m od a t i o n  t o  ext r e m e l y  t i ght f inanc i a l  
conditions wi thin Papua New Guinea . 
The general pic ture that emerges is o f  a m ixed international 
e c o nom i c  env i r o nm en t  in the  l a t e  1 9 7 0 s , b ec om i ng s ud d en l y  
un favourab l e  dur ing 1 9 8 0  a n d  wo r s ening thr o ugh 1 9 8 1  a n d  ear l y  
1 9 8 2 .  Som e o f  t he d e t e r i o r a t ion w a s  t e m po r ary : t he e x t r e m e l y  
unfavourable term s o f  trade and high international interest rates 
could be expec ted to moderate.  But the external envi ronment for 
the Papua Ne w Gui n e a  e c onom y a f t e r  the c u r r e n t  r e c e s s i o n  ha s 
end ed i s  l i k e l y  t o  b e  s ub s t an t i a l l y  l e s s  f avour a b l e  t han c o u l d  
reasonably have been expec ted a f e w  year s ago . 
Domestic economic developments 
Thi s s e c t i o n  b r i e f l y  i n t r o d u c e s  a num ber of t he d o m e s t i c  
economic development s which interac ted with the external economic 
env i r o nm en t  to c au s e  the e c o no m i c c o nd i t i o n s  wh i c h  Pa pua Ne w 
Guinea ha s exper ienced since Independence. The issues rai sed here 
are treated in more detail in subsequent chapter s .  
To t a l  m a rke t  s e c t o r  pr oduc t i o n  in t he Pa pua Ne w Guinea 
economy at the time the first national government was formed was 
d o m ina t ed by g ov e r nm en t  and by m i n i ng at Bouga i nv i l l e .  The s e  
ac t i v i t i e s  c o n t r ibut ed ov e r  t w o - thi rd s o f  g ro s s  m arke t sec t o r  
output i n  the se early year s , and much o f  the remainder compri sed 
private sector services to government and mining . Government and 
m in i n g  had g r o wn ex t r e m e l y  r a p id l y  in t he ye ar s l e ad i ng up to  
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national governmen t , provid ing the main impe tus to economic growth 
in t he e c o nomy : t he f o r m e r  s u p po r t ed by r a p i d l y  i nc r e a s i ng 
Aus tralian grant s ;  the latter entirely the resul t o f  large-scale 
i nv e s t m e n t  i n  b u i l d i ng t he Boug a i nv i l l e  m ine b e t w e en 1 9 6 9  a nd 
1 97 2 . 
Government and mining still contr ibute over hal f  gro s s  market 
sec tor produc t , but since Inde pendence , far f rom provid ing impetus 
to s t r o ng g ro wth , have o pe r a t e d  a s  a po we r f u l  b r ake o n  ov e r a l l  
economic growth. Af ter Independence , healthy growth i n  domes tic 
publ ic revenue s mainly served to fill the void left  by dec l ining 
Aus tral ian aid and supported o n l y  s l i g h t l y  i nc r e a s ed g ov e r nm en t  
expendi ture .  Mining output fell de spi te substantial increases in 
the quantity of ore proces sed , because of the early exhaus t ion of  
hi g he r - g rad e and sub s e qu e n t  m in ing o f  l o we r - g r a d e  o r e s  a t  t he 
Bougainville m ine. The m ining industry began again to contribute 
to gro wth in economic output in 1982 , as construc tion at Ok Tedi 
moved into high gear . 
I t  had b e en an t i c i pa t e d  f r o m  t he t im e  t he m ine wa s b e ing 
planned tha t the average metal content of  Bougainville ore would 
f a l l  over t i m e .  S ub s t an t i al add i t i o n s  t o  m in i ng and p r o c e s s i ng 
capac i ty were expec ted only to o f fset decl ining head grades o f  ore 
and to m o r e  or l e s s  m a i n t a i n  m e t a l  o u t p u t . But in t he m i d d l e  o f  
1 9 8 0 , t he r e  w a s  a s ub s t an t i a l  d o wnward r ev i s i o n  o f  t he m in ing 
c om p any ' s a s s e s s m e n t  of  t h e  g r ad e s  of  ore l i ke l y  t o  b e  m ined in 
fut ur e .  Thi s d o wnward r ev i s i o n  r e s u l t e d  f r o m  t he c o m pany ' s 
earlier sam ples from the lower part s  of the ore body proving to be 
unr e p r e s en t a t ive o f  t he qua l i t y o f  o re ava i l ab l e  f o r  m in i ng in 
later years .  As a resul t , there was subs tantial downward revision 
of government revenue through the 1980 s .  Thi s  was a major change 
of  circumstances ,  as impor tant to the Papua New Guinea economy as 
the downward revisions in expec tations about metal prices after 
1 980 . 
The public revenue s have been placed under severe pres sure in 
recent years by the combinat ion of rapidly falling real Aus tral ian 
a i d  and m in ing revenue s .  Re a l  r ev enue s from o ther s o ur c e s  have 
expanded since Independence ,  but barely enough to o f fset the large 
decl ines in m ineral s revenue and Aus tral ian aid over the period . 
For mo s t  of the pas t  7 year s ( 1 983) , Papua New Guinea government s 
have ke p t  expend i tu r e  g ro wth w i thin t he t i ght  l i m i t s  o f  s lo w l y  
growing public revenues .  Real public expenditure was no higher in 
1 9 7 9 t han in 1 9 7 5 -7 7 ,  a l though t he r e  w e r e  s ub s t a n t i a l  inc r e a s e s  
during 1 980. Public expenditure i n  real term s  grew l i t tle i n  1 98 1  
and , after the expendi ture cut s ini tiated i n  September , probably 
d e c l ined in 1 9 8 2  ( s e e  Tabl e  3 . 4  f o r  budge t agg r ega t e s  i n  c u r r en t  
prices ) .  
The overall balance of  payments was strongly in surplus for 
the first two years of  mone tary independence , roughly in balance 
in 197 8 (when expendi ture was maintained when expor t  prices fell )  
Table 3 . 6  
Monetary aggregates , 1975-1982 
(K million and per cent change over year ) 
As at Foreign Bank Bank Money supply Commodity BCL Money supply 
31 December exchange lending lending to M3 stabilization deposi ts excluding 
reservesa to private fund stabilization 
government sector deposits fund and BCL 
deposi ts M3* 
Level Change Level Change Level Change Level Change Level Change 
K K K K K K K % K mill . K mill . K % 
mill . mill . mill . mill . mill . mill . mill . mill . 
1975b 1 1 5  -26 110 186 3 25 157 
1976 175  60  18 44 112 2 278 49 3 48 226 44 
1977 312 1 3 7  4 -14 138 26 428 54 71  66 293 29 
1978 265 -47 13 9 195 57 449 5 106 36 308 5 
1979 354 89 35 22 229 34 572 27 148 61 363 18 
1980 275 -7 9 15 -20 304 75  553 -3 156 14 382 5 
1981 222 -53 43 28 343 39 555 0 1 37 5 413  8 
1982 ( Sept ) 225 -18c 36 32c 372 2ac 557 oc 131 1 425 3 
a Net foreign assets of the banking system.  
b 31 January 197 6 . 
c September on September change. 
Source : Bank of Papua New Guinea,  Quarterly Economic Bulletin. 
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The mone tary authori tie s in Papua New Guinea have observed 
t ha t  t he high v o l a t i l i t y o f  t wo c om ponen t s  o f  d o m e s t i c  money 
supply (depo s i t s  o f  commod ity stabili zation fund s and Bougainville 
C o p p e r )  ha s r e l a t iv e l y  l i t t l e  i m pac t o n  d o me s t ic e c o no m i c  
ac t i v i t y .  Thi s h a s  sugg e s t e d  the u s e  o f  a m o d i f i e d  m ea s u r e  o f  
m o n e y  s uppl y , M J * ,  whi c h  exc l ud e s  t he s e  c om po n en t s .  M od i f i ed 
money supp ly M3* behaved more s teadi ly than M3 , rising rapidly in 
1 97 6  and 1 9 7 7  but moderately thereaf ter , although at a higher rate 
in 1 9 7 9 .  It c o n t i nued to inc r e a s e  m od e r a t e l y  t hr o ugh 1 9 8 0  and 
1 9 8 1 ,  when the conventional measure of  money supply was influenced 
by the running down of stabili zation fund and Bougainville Copper 
depo s i t s . 
The strong curr ent account of the balance of paymen t s  in the 
first 4 year s of mone tary independence saw a sub s tantial reduc tion 
o f  Pa pua Ne w Gui nea ' s ne t f o r e i g n  ind e b t edne s s  over  the pe r io d  
(Table 3 .7 ) .  A s  ob served earlier , Papua New Guinea seems t o  have 
b e en a n e t  l end e r  to t he r e s t  o f  the wo r l d  a t  the end of 1 9 7 9 .  
Thi s put t he e c o n o m y  i n  a s t r o ng po s i t ion t o  w e a t her  t he 
subsequent deter ioration of the balance o f  paymen t s .  
Table 3 .  7 
Other financial indicators , 1976-82 
End of overseas overseas Net Average Bank 
period public Bougainville foreign domestic depositsb 
debt Copper assets of bank 
debt banks lending 
rates8 Savings Term 
K mill . K mill . K mill . % K mil l .  K mill . 
I 12 . 1  
1975-76 241 115  I I  12 . 7  4 1 . 4  n . a . 
115 
(Dec 76)  
I 12 . 3  
1976-77 238 175 I I  1 2 . 0  52 . 0  n . a .  
I 11 . 6  
1977 255 113  312  I I  10 . 2  57 . 4  68 . 3  
I 10 . 0  
1978 253 51 265 II 10 . 0  63 . 6  70 . 2  
I 10 . 1  
1979 270 33 354 II 10 . 1  7 5 . 6  93 . 8  
I 10 . 3  
1980 304 22 275 II 12 . 1  82 . 7 100 . 8  
I 13 . 3  
1981 390 95 222 II 1 5 .  7 88 . 9  130 . 8  
I 1 5 . 7  
1982 494 126 225 95 . 6  145 . 6  
( Sept ) (June) ( Sept ) (June) (June) 
a overdraft ,  term and other loans. There is typically an unusually 
high s pread bet ween l end ing and borrowing r a t e s  in Papua N e w  
Guinea , reflecting high c o s t s  and probably lack of competition, and 
b 
bank deposit rates were well below these figures. 
Excludes deposits of BCL and the commodity stabilization funds .  
Sources : Bank of Papua New Guinea and Department of Finance. 
Year 
1975-7 6d 
1976-77 
1978 
1979 
1980 
1 981 
1982e 
a 
b 
c 
d 
e 
f 
Source : 
2 7  
Table 3 . 4  
National overnment revenue and expenditure , 1975-76 to 1982 
(K  million current prices 
Mineral 
Foreign revenues 
cash grantsa into 
budgetb 
152 45 
175 35 
172 31  
176 38 
175 57 
184 81 
192 40 
Other Total Total 
domestic current expenditure 
revenues revenuesc 
1 75 372 415 
189 399 409 
242 445 461 
245 459 524 
287 519 597 
304 569 658 
360 592 682 
Increase 
in 
indebtednessf 
43 
11 
16 
64 
78 
88 
91 
Aus t r a l i a n  c a s h  g ran t s· ,  and o t he r o v e r s e a s  e c ono m i c  c a sh 
assistance . 
Flows from MRSF into budget. 
(4) - ( 1 )  + (2) + ( 3 ) .  
Includes  Aus t ral ian a i d  i n  o ther form s prior t o  change i n  aid 
arrangements when the c a s h g r an t  was a d i r e c t  s ub s t i t u t e  f o r  
expend ! tures o f  type s later incurred b y  the Papua New Guinea 
g ov e r nm e n t  ( i nc l ud i ng c o n s t r uc t i o n  ·o f a i r po r t s ) .  Exc l ud e s  
expenditure o f  some Australian statutory authorities later dropped by 
those authorities and financed by the Papua New Guinea Government. 
Based on second quarter review. 
Indebtedne s s  independent of Mineral Re sources  Stab i l i z a tion Fund 
balances .  
Papua New Guinea Depar tment o f  Financ e ;  see  Table  7 .2 for more 
detail . 
s ub s t an t i a l l y  i n  s ur p l u s  ag a in i n  1 9 7 9 ,  and d e e pl y  i n  d e f i c i t  
s inc e the m i d d l e  o f  1 9 8 0  (Tab l e  3 . 5 ) .  The c u r r e n t  a c c o un t  was 
c on s i s t e n t l y  i n  s ur p l u s  t h rough 1 9 7 9 ,  b e f o r e  m ov ing into huge 
d e f i c i t s  whi c h  p e r s i s t  t o d ay .  Much o f  t he l ar g e  c a p i t a l  in f l o w  
s i nce e a r l y  1 9 8 0  ha s b e e n  m o t iva t e d b y  t i g h t  d om e s t i c  m o ne t a ry 
c o nd i t i o n s  o c c a s i o ne d  by t he c u r r e n t  a c c o unt d e f i c i t ,  a l tho ugh 
m uc h ,  e s pe c i a l l y  s i nc e l a t e  1 9 8 1 ,  ha s been a s s oc i a t ed wi t h  
cons truc tion o f  the Ok Ted i mine and BCL cred i t  requir ement s .  
M o n e y  s u p p l y  h a d  c o n t r a c t e d s t r o n g l y  i n  t h e p e r i o d 
i m m ed i a t e l y  p r e c ed i n g  m o ne t a r y  i nd e pend enc e .  The r e  wa s r a p i d  
g rowth i n  the quantity o f  money (M3) through the first  two year s 
o f  mone t a r y  i nd e pendenc e ,  m a i n l y  und er the i n f luenc e o f  l ar g e  
s ur pl u s e s in t he b a l anc e o f  paym en t s  ( Tab l e s 3 . 5  a n d  3 . 6 ) .  The 
weak balance of paymen t s  a s socia ted with lower commod i ty prices in 
1 9 7 8  c a u s ed mone t a r y  expan s i o n  to f a l l  to only 5 p e r  c e n t , but  
renewed payments  surplus e s  generated rapid gro wth in money supply 
again in 1 9 7 9 . Money supply did no t gro w  at all in 1 980 , with the 
e f f e c t s  o f  t he r a p i d l y  d e t e r i o r a t i ng bal anc e o f  paym en t s  b e ing 
balanced by greatly increased bank lend ing to the pr ivate sec tor.  
Money supply remained steady through 1 98 1  wi th a smaller balance 
of payment s deficit  being balanc ed by higher rates o f  bank lend ing 
( Tab l e  3 . 6 ) .  
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Table 3 . 5  
Balance of 2ayments 1  1976 - 82 
(K million) 
1976 1977 1978 1979 1980 1981 1982c 
CURRENT ACCOUNT 
1 .  Merchandi se exports fob 427 . 7  536 . 7  534 . 4  720 . 3  660 . 6  553 233  
1 . 1  Non monetary golda n . a .  84 . 5  103 . 9  163 . 0  1 7 2 . 9  157 n . a .  
1 . 2  Other merchandise 427 . 7  4 52 . 3  430 . 5  557 . 3  487 . 2  396 n . a . 
Copper/Silver 206 . 6  1 15 . 6  128 . 1  196 . 0  149 . 5  140 n . a .  
Coffee 100 . 2  143 . 4  107 . 2  125 . 0  118 . 7 74 n . a .  
Cocoa 3 9 . 1  86 . 4  63 . 0  60 . 0  46 . 4  34 n . a .  
Emmigrants '  effec ts 82 . 4  106 . 8  16 . 5  1 7  . o  1 9 . 0  1 8  n . a . 
Other 1 1 5 .  7 1 59 . 3  1 54 . 1  130 n . a .  
2 .  Merchandi se imports -344 . 1  -442 . 3  -474 . 7  -557 . 8  -684 . 2  -751 -370 
BALANCE OF TRADE ----s3.6 � -s9.7 163 . 4  -23 . 6  -198 -137 
3 .  Invisible credits 69 . 1  50 . 9  5 1 . 5  64 . 8  69 . 7  89 56 
4 .  Invis ible debits -199 . 6  -207 . 9  -221 . 1  -284 . 7  -342 . 0  -374 -181 
Net invisibles -130 . 5  -157 . 0  -169 . 6  -220 . 0  -27 2 . 3  -285 -126 
BALANCE OF GOODS , 
SERVICES & INCOMES -46 . 9  -62 . 7  -109 . 9  -57 . 5  -295 . 9  -483 -263 
5 .  Net Private transfers -35 . 7  -32 . 4  -62 . 2  -68 . 2  -70 . 2  -85 -40 
6 .  Official transfers 1 1 3 . 7 180 . 6  1 80 . 2  180 . 1  178 . 8  1 90 96 
Net trans fers 78 . 0  148 . 2  1 17 . 9  1 1 2 . 0  108 . 6  103 56 
( A) BALANCE ON CURRANT 
ACCOUNT 3 1 . 1  85 . 6  8 . 0  54 . 5  -187 . 3  -380 -207 
CAPITAL ACCOUNT 
7 .  PNG official capi tal 
flows 9 . 7  20 . 1  -5 . 6  26 . 6  44 . 2  69 -2 
8 .  Private capi tal flows 1 9 . 5  3 1 . 4  -20 . 2  1 1 . l  29 . 9  189 159 
9 .  Non-official mone tary 
sector transactions -5 . 3  -36 . 7  37 . 1  -10 . 8  -5 . 2  17  i 
( B) BALANCE ON CAPITAL A/ C 2 3 . 9  1 5 . 1  11 . 5  26 . 8  68 . 9  2 7 5  1 6 1  
( C) NET ERRORS AND OMISSIONS -20 . 4  9 . 6 -21 . 3  -3 . 7  64 . 0  7 4  -6 
(D ) OVERALL BALANCE 34 . 6  110 . 3  -1 . 8  7 7 . 6  -54 . 4  -31 -51 
CHANGES IN RESERVES (K million) 
1 0 .  Monetary gold -2 . 8  -2 . 1  -1 . 8  -1 . 3  -0 . 1  
1 1 .  Foreign exchange assets 3 3 . 3  -71 . 1  -81 . 4  2 7 . 8  47 . 9  
12 . Special drawing rights -0 . 2  -0 . 4  0 . 7  -26 . 2  0 . 5  
1 3 .  IMF reserve position -40 . 9b -101 . 4  -2 . 2  -1 . 2  3 . 4  
1 4 .  Use o f  fund credit -2 . 7  -4 . 1  -4 . 8  3 1 . 7 0 . 1  
1 5 .  Other liabil ities -17 . 5  1 . 0 9 . 8  0 . 1  1 . 1  
16 . Counterpart ,  to SDR 
allocations 2 . 8  2 . 8  2 . 9  
1 7 .  Counterpart to 
valua tion changes 6 . 3  -9 . 0  -8 . 3  -1 . 6  -32 . 7  -7 . 7  1 . 4 
BALANCE OF PAYMENTS EFFECT -34 . 6  -110 . 3  1 . 8  -77 . 6  54 . 4  30 . 8  50 . 9  
a The sum of alluvial gold and the gold content in copper concentrate exports . For 
197 6 ,  gold content in copper concentrate included under ' copper/ silver ' .  
b Includes K4 . l  mill ion withdrawal from circulation of Aus tralian currency . 
c First six months . 
Source : Bank of Papua New Guinea . 
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Dome s t i c  i n t e r e s t  r a t e s  r em a i n ed s t e a d y  t hrough t he l o ng 
period of s trong external payments , from earl y  1976  to mid- 1 980.  
The c om b i na t i o n  of  r a p i d l y  r i s ing f o r e i g n  r a t e s , t he e x t r e m e l y  
weak current account of  the balance o f  payment s ,  and uncer tair,ty 
about the will ingne s s  and capacity  of  the authorities to maintain 
the foreign exchange value o f  the kina caused the availabil ity o f  
money t o  tighten sharply i n  the second hal f  o f  1 980. This placed 
strong upward pressure on tho se domestic interest rate s which were 
influenced by market forces .  The Bank of Papua New Guinea rai sed 
c o n t r o l l ed r a t e s a t  t he s a m e  t i m e .  The r e su l t w a s  a l ar g e  
increase i n  dome s tic interest  rate s  bet ween m id-1 980 and late 1 9 8 1  
(Table 3 .7 ) .  Through 1 9 8 2  interest rates remained relatively high 
while internat ional rates were fall ing , although improvement in 
the liquidity of the trading banks supported some reductions from 
September . 
Macro-economic performance 
La t e r  c ha p t e r s  ana l y s e  in s o m e  d e ta i l  g r o w t h , exte rnal 
balance , internal balance and pr ice s tability since Independence.  
It  may be useful to summar i ze thi s per formance as an introduc tion 
to subsequent chapters .  
Papua New Guinea entered monetary independence in reces sion, 
under the influence o f  adverse external condi tions , with domes t ic 
expend i t ur e t o o  l ar g e  t o  b e  c om pa t i b l e  w i t h  ex t e r na l  bal anc e .  
The r e  w e r e  w i d e s pr e ad expec t a t i o n s  t ha t  Ind e pend ence would b e  
followed b y  f inanc ial instabili ty. A relatively high proportion 
of work-age urban r e s i d en t s had no i n c o m e - e a r n i ng em p l o y m en t , 
a l t hough a r e l a t iv e l y  s m a l l  pro po r t ion w e r e  ' unem p l o y e d '  b y  t he 
c o nv e n t i o na l  t e s t  o f  whe t he r  the y w e r e  ac t i v e l y  s e eking work.  
The r e  w a s  a r e c en t  r ec o rd o f  h i g h  i n f l a t ion a s s o c i a t ed w i t h 
pol i t ical tensions . 
Tight  c o n t r o l  o f  pub l i c  expend i t ure r e s t o r ed ex t e r na l  
balance.  It was maintained unt i l  1 980 , when i t  w a s  threatened b y  a 
c yc l i c a l  d o wn t u r n  in expo r t  pr i c e s , a d o wnward ad j u s t ment o f  
ex pec t a t i o n s  abo u t  expo r t  pr i c e s  i n  t he m e d i um t e rm , a sharp 
d e c l ine in the m e ta l  content of  o r e  m ined a t  Bo ug a i nv i l l e , t he 
cumulative e f fec t of po s t-Ind e p end enc e r educ t i o n s  in Au s t r a l i an 
aid , and a s lackening of fi scal and mone tary pol icy. The sever ity 
of t h e  e c o nom i c  do wn t ur n  wa s exac e rba t e d  b y  h i g h  i n t erna t ional 
interest rate s when net foreign indeb tnes s  was growing rapid ly for 
the fir s t  time after Independence ,  and by incoherence in o f ficial 
a r t i c ul a t i o n  of po l i c y. F o r  t he f i r s t  t i m e  s in c e  m i d- 1 9 7 6  t he r e  
were doubts  about whether the fore ign exchange value o f  the kina 
could be maintained . 
Consumer price increase s were held to annual rate s near 5 per 
c en t  un t i l  t he t h i rd qua r t er o f  1 9 7 9 . They w e r e  l a rg er un t i l  
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1 98 1 ,  when they returned to low level s .  Labour c o s t s  increased 
at a s i m i l a r r a t e  t o  or m o r e  s l o w l y  t han c o n s um e r  pr i c e s  un t i l  
1 9 8 0 .  I n  1 98 1 ,  i m p r ov e m en t s  i n  c ond i t i o n s  ( m o s t  no t a b l y  t he 
introduc t ion · o f  the National Provident Fund) and the ari thmetic of 
the wage indexation arrangements caused real labour cost s to rise 
sharply once for a l l  ( Ta b l e  3 . 8 ) .  
Table 3 . 8  
Macro-economic indicators , 1 9 7 6-82 
Year ended Increase Increase Inc rease in output 
31 December in in 
consumer labour To tal real Private 
prices cos t sa GDP sector 
GDP 
out side 
BCL 
% % 
( 1 )  ( 2 )  ( 3 )  ( 4 )  
1 9 7 6  5 . 6  5 . 2  -l . 4b o . 1b 
1 9 7 7  5 . 1  4 . 7 -2 . 2c -2 . 8c 
197 8 6 . 0  4 . 5  1 0 . 8  1 6 . 2  
1 97 9  7 . 9  4 . 1  6 . 2  10 . 6  
1 980 1 1 . 7 1 2 . 5  -0 . 6  2 . 5  
1981  5 . 6  1 5 . 1  -3 . 7  -0 . 7  
1 98 2  ( Sept ) 5 . 9 5 . 2  n . a .  n . a .  
a Labourer s in Level 1 urban centre s .  
b 1 9 75-76 to 1 9 76-7 7 . 
c 1 9 7 5-7 6 to 1 9 7 7 . 
Source : National Statistical Offic e ;  autho rs'  own calculations ; 
and C. Colclough and P. Daniel , Wage Incomes and Wage 
Co s t s  in Papua New Guinea : Chal lenges for Ad jus tment , 
Distr ibut1on and Growth , National Planning Of fice,  Por t  
More sby , 1982.  
The res traint in government spending and the decl ine in metal 
c o n t e n t  of o r e  m i ned at Bouga i nv i l l e  m e an t  t h a t  t he t w o l a r g e s t  
c o m ponen t s  o f  gro s s  d o m e s t i c  p r o d uc t , gov e rnment  and the m in e , 
account ing for more than two-third s o f  the to tal in 1 97 8 ,  ac tually 
d e c l ined in t he p e r iod be t w een mone t a r y  inde pendenc e and 1 9 8 0 .  
Public expend iture res traint a l s o  d am p ened g ro w t h  in t ha t  l a r g e  
par t  of  the private sector f o r  which government was an important 
market , especially in 1 9 7 6  and 1 9 7 7  when government s pending fell 
substantially in real term s .  The economy' s to tal real out put fell 
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immed iately a f t e r  mone tary independence , expanded rapidly i n  1 9 7 8  
a n d  1 9 7 9 ,  a n d  d e c l ined f r o m  1 9 8 0 .  Pr iva t e  s e c t o r  e c o no m i c  
ac t iv i t y  o u t s i d e  t h e  b i g  m ine wa s s t agnant un t i l  l a t e  1 9 7 7 ,  
increased phenomenally by one-quar ter in 197 8 and 1 97 9 ,  and tten 
again stagnated from 1 980 (Table 3 .8) .  
Average rural incomes of national s increased rapidly be tween 
1 9 7 6  and 1 9 8 0 ,  w i t h i nc r e a s e s  in s m a l l ho l d e r  produc t i o n  o f  c a sh 
c r o p s  and hi g h  p r ic e s .  The y f e l l  sha r p l y  w i t h  t he d e c l i ne in 
export pr ices from 1 9 80.  Urban employment o f  nationals increa sed 
rapi d l y  in t he e ar l y  year s o f  m one t a r y  inde pend enc e ,  a t  l e a s t  
b e t w e en 1 9 7 7  a n d  1 9 8 0 , b u t  t hen d e c l i n ed i n  1 9 8 1  and 1 9 8 2 .  The 
earlier growth between 1 9 7 7  and 1 980 made littl e  or no impression 
on adult unemployment rates , and d id not prevent large inc rea ses 
in youth unemployment . There have probably been large increases in 
both youth and adult unemployment over the past two year s .  
Chapter 4 
Macro-economic s tabi l i zation obj ec t ives 
The r a t e  a t  whi c h  a c oun t r y' s c ur r enc y exchang e s  for o the r 
c ur r e nc i e s  a f f e c t s  m any pr i c e s  w i t h in t he c o un t r y .  For t h i s 
r e a s o n , the exchang e r a t e  i s  o f t en r e f e r r ed to a s  t he m o s t  
i m po r t an t  pr i c e  w i t hi n  a n  e c o n o m y .  Thi s i s  s a id o f  l ar g e  
e c ono m i e s  i nc l ud ing t h e  Un i t e d  S t a t e s ; i t  i s  m o r e  d ir e c t l y  and 
obviously true of  relatively small econom ies like Papua New Guinea. 
In combination with a range of  o ther var iable s ,  including the 
money s up p l y  in l o c a l c u r r ency and wa g e s  in l o c a l  c ur r ency , t he 
exchange r a t e  i s  an i m po r t a n t  d e t e r m inan t o f  t he b a l anc e o f  
paym en t s , t he l ev e l  o f  o u t put  and e m p l o ym e n t , and t h e  l ev el o f  
domestic pr ice s .  The e ffec ts o f  changes i n  one o f  these variables 
( s ay , t he exc hang e r a t e )  d e pe nd o n  wha t happen s t o  t he o t he r s  
( say, money wage s ,  o r  nominal money supply) . For these reasons , 
e c o nom i s t s  i n s i s t  o n  exam in i ng t he e f f e c t s  o f  packag e s  o f  
pol icie s ,  of  which exchange rate policy i s  par t .  
In t h i s c ha p t e r  we d e f ine t he m a in ob j e c t iv e s  o f  m a c r o ­
e c o no m i c  s t a b i l i z a t i o n  p o l i c y ,  a n d  r e l a t e  the s e  to w i d e r  
o b j ec t iv e s  o f  g o v e r nm en t . Thi s p r ov i d e s a b a s i s  f o r  s ub s e quent 
a n a l y s i s o f  t h e l i n k s  b e t w e e n p o l i c i e s  and o b j e c t i v e s , 
theore tically in Chapter 5 and empirically in later chapter s .  
The objectives of macro-economic s tabilization policy 
The obj ec tive s of  macro-economic stab i l i zat ion pol icy can be 
d e s c r ib ed as t he e s t ab l i shment  and m a in t enanc e of ' in t er n a l  
b a l anc e '  a n d  ' ex t ernal b a l anc e '  w i t h a n  e f f i c i en t  a l l o c a t i o n  o f  
resourc e s .  The se ob j ec tives are sought par t ly for their own sake , 
b u t  r a t he r  m o r e  i m po r t an t l y  f o r  t he i r  c o n t r ib u t i o n  t o  m o r e  
fundamental ob j ec tives related t o  gro wth i n  economic output and to 
the di s tr ibution of  income.  
' In t e r na l  b a l an c e '  invo l v e s  t he b a l anc ing of  d em and for 
r e s o u rc e s  a nd g o od s a nd s e rv i c e s  of  v a r i o us ki nd s  a g a i ns t  t h e  
ava i l ab i l i t y o f  t he m ,  a t  s t a b l e  pr i c e s .  W h e n  d e m and f o r  a 
r e s o u r c e  e qu a l s  i t s  ava i l ab i l i t y we s a y  t ha t  t h e r e  i s  ' f u l l  
e m p l o ym en t ' . Ful l e m p l o ym e n t  i s  u s ua l l y  t ho ught t o  b e  m o s t  
3 4  
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i m po r tant f o r  l ab o ur , s o  t ha t  ' i n t e rnal b a l a nc e '  i s  c ommonl y 
represented by full employment of labour with price stabil i ty. We 
mostly follow thi s  prac tice in thi s  report , although at times we 
point out some consequences of imbalance between suppl y  and demand 
for some o ther re sources and suppl ies.  For ease o f  expo s i t ion we 
usua l l y  u s e  ' in t e r n a l  bal anc e '  to d e s c r ib e  f u l l  e m p l o ym en t  o f  
labour , and refer separately t o  price s tabili ty. The t wo concepts 
are c l o s e l y  l i nked , however , as exc e s s  d e m and f o r  l ab o ur is o ne 
po s sible cause o f  inflation. 
Price s tability 
'Price stab i l i ty' can only sensibly refer to average prices . 
The pr i c e s  o f  s o m e  g o o d s  and s e rv i c e s  w i l l  need t o  c hang e  f r om 
t i m e  to t i m e  to r e f l e c t c hang ed wo r l d  m ar ke t c o nd i t i o n s , o r  
perhaps local costs  o r  local consum pt ion pat terns . But there are 
advantages in maintaining relative stability in average prices.  
One advantage i s  the adverse social and poli t ical reac tions 
t o  h i g h  i n f l a t i o n .  P e o p l e  f e e l  i n s e � u r e  a t  t i m e  o f  h i g h  
inflation , and , reac t poli t ically in ways that can be damag ing to 
d e m o c r a t i c  in s t i tut i o n s . Even i f  h i g h  i n f l a t i o n  d o e s  no t c ause  
l o ng- t e rm i n s t i t u t i o n a l  d am a g e , it  i s  u s ua l l y  r e f l e c t ed in 
increased resentment and cri ticism of  government.  In Papua New 
Guinea , t h i s wa s t he ex p e r i e nc e o f  1 9 7 3 - 7 4 ,  when i n f l a t i on was  
more sever e that at any o ther time in  the country' s hi sto ry. 
High inflation make s government economic management and al so 
b us i n e s s  m anagement  m o r e  d i f f i c ul t ,  e s pec i a l l y  i f  t he r a t e  o f  
inflat ion changes from time t o  time. Thi s shows up in a general 
tendenc y in the world as a whole for relatively low inflation to 
be a s s o c i a t ed wi t h  r e l a t i v e l y  h i g h  e c o nom i c  g r o w t h . I Thi s 
relationshi p should no t be over-sta ted : there are some countries 
wh i c h  have e n j o yed r a p i d  g r o w t h  i n  t i m e s  of r e l a t iv e l y  high 
in f l a t i o n  ( fo r  exa m p l e , South Ko r e a , Indotie s i a  and Bra z i l  a t  
v a r i o u s  t i m e s in t he r e c en t  pa s t ) .  B u t  even in t he s e  c o un t r i e s , 
the hi gh in f l a t i o n  has a t  t i m e s  c o n t r ibut ed to e c o nom ic g r o wth 
fall ing below po tential level s :  South Korea a t  around the time of 
the assa s sination of  President Park, Indonesia after the late- 1978  
d ev a l ua t ion and Bra z i l  r e c en t l y .  The wo r l d ' s wo r s t  g r o w t h  
per f o rm anc e s  have u s ua l l y  b e en a s s o c i a t ed w i t h  ex t r e m e l y h i g h  
infla tion - for example , the sharp decl ine s i n  economic produc tion 
in Uganda under Amin , in Indonesia in the latter year s of Sukarno , 
and in several La tin American countries in the last . few year s .  
Whi l e  we c an b e  c on f i d en t  a b o u t  t he a s s e r t i o n s  tha t  h i g h  
infl at ion generally damages growth performance , and extremely high 
inflation does great damage , the oppo s i te point s  canno t be made 
so s t rongly. Low inflat ion is no t always as socia ted with s t rong 
1 .  In t e r na t i o na l  Mone t a r y  Fund , E c onom i c  Out l o ok , W a s h i n g t o n  
n . c . ,  1 9 8 2 .  
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growth in out put (al though rarely i s  it assoc iated with d i sa s trous 
decline s in produc t ion) . Relatively low inflat ion helps to make 
s t r o ng g ro w t h  po s s i b l e , but b y  no m ean s g ua r an t e e s  t ha t  i t  w i l l  
occur . 
Inflat ion also has impor tant e f fect s  on income d i s t r ibut ion. 
The prec ise effects  of  inflation on income distribution depend on 
soc ial and economic ins ti tutions which are di fferent in dif ferent 
c oun t r i e s .  Inf l a t i o n  a l ways d i s c r i m in a t e s  a g a i n s t  g r o u p s  o f  
people who hold proportiona tely more o f  their wealth a s  cash o r  as 
financ ial assets  earning interest at rate s which are no t sensi tive 
to rates of  inflation. It  also d i scrim inates  against other people 
who se weal th is denom inated or incomes fixed in money terms over 
l eng thy per i od s .  In Pa pua New Gu ine a , in f l a t i o n  d i s c r i m ina t e s  
mos t  st rong ly against vil lager s , who hold more o f  the ir assets  in 
c a sh ,  and a t  t i m e s  a g a i n s t  r ur a l  expo r t e r s  g ener a l l y , who have 
l ar g e  a s s e t s  in the form o f  d e po s i t s  he l d  by expo r t  c o m m o d i t y 
stab i l i zation f und s .  
Prov i d ed cen t r a l  bank c o s t s  a r e  ke pt und e r  c o n t r o l , t he n e t  
losses of people who hold money and depo s i t s  will b e  balanced by 
inc r e a s e d  pr o f i t s  o f  wha t e v e r  autho r i t y  i s  r e s po n s i b l e  f o r  
admini s ter ing the currency (here , the Bank of Papua New Guinea) . 
Thi s  inc rease in profi t s  i s ,  in princ i ple , available as revenue to 
the government.  Thus the e f fec t s  of inflation on the real value 
o f  financ i a l  a s s e t s  c an b e  r e g a r d ed a s  a ' tax' , t he ' in f l a t i o n  
tax' . The inflat ion tax has a mo s t  inequi table incidence i n  Papua 
Ne w Guinea , and given the o ther consequence s  of inflation , mus t be 
judged amongst  the most unsatis fac tory of all taxe s .  
Time-lag s i n  ad justment of  money wage s  for inflation under 
the wage indexa tion arrangement s ruling in Papua New Guinea from 
1 9 7 6  onward s  mean tha t inflation red i s tributes  income from wage­
e arner s to e m p l o yer s ,  in ad d i t i on to t he d i s t r ibut i onal e f f e c t s  
discussed in preceding paragraphs . 
How much inflat ion i s  too much? There are no simple rules ,  
and t he an s w e r  d e p e nd s on p o l i t i c  a l  j udgmen t s ab out p a r t i c u l ar 
c i r c um s t anc e s .  Inf l a t i o n  up t o  a f e w  p e r  c en t  p e r  annum would 
g en e r a l l y  b e  t hought t o  do  no harm.  I f  it  i s  d i f f i c u l t t o  l o w e r  
some prices i n  response t o  changed economic circum stances , some 
increa ses in the average pr ice level may be nece s sary to achieve 
required change s  in relative pric e s .  Inflation over 1 2  per cent 
on an annual ba s i s  in the lat ter hal f of  1 980 was a s sociated with 
impor tant economic and pol itical problem s ,  al though much les s than 
an i nc r e a s e i n  c o n s um er pr i c e s  o f  2 9  p e r  c en t  in 1 9 7 3 - 7 4 .  Maybe 
thi s sugge st s a range of  tolerable inflation in Papua New Guinea 
b e t w e en about 3 p e r  c en t  and about 1 0  p e r  c en t  per annum , w i t h  
levels  near 3 per cent being much preferred unle s s  major change s  
i n  r e l a t ive pr i c e s a r e  re qui r ed over s ho r t  p e r i o d s  f o r  o t her 
reasons . 
3 7  
Internal balance 
The conc ept of full employment requi res careful defini tion in 
an economy in which most people earn their l ivelihood out side wage 
employment . We can define it as a state in which income-earning 
o ppo r t uni t i e s  o f  v a r i o u s  t yp e s m a t c h  d em and f o r  t hem a t  r u l i ng 
level s of reward s .  Imbalances between income-earning oppor tuni ties 
and the  d e m and for t hem , or unem p l o ym en t , i s  ma i n l y  an urban 
problem in a developing country like Papua New Guinea. 
A small but increas ing proportion of Papua New Guineans does 
no t have ac c e s s  to any i n c o m e- e arning o ppo r t un i t i e s  in rural  
villages and so  seeks wage employment in  the to wns or plantations 
even at extremel y low wages . Some Papua New Guineans have access  
to r ur a l  v i l l ag e  e m p l o y m en t  o ppo r t un i t i e s , but  a t  s t and a r d s o f  
living whi ch seem unat tract ive compared with the rewards o f  wage 
employment even at very lo w wages.  Others f ind wage employment 
l e s s  a t t r a c t i v e  t h a n  r u r a l  v i l l a g e  l i f e unl e s s  wag e s  a r e  
relatively high. Some may pre fer village l i fe t o  wage employment 
even at extremely high wages .  For any ind ividual or fam ily,  the 
level of wages that makes urban employment more attractive than 
v i l l a g e  l i f e d e pend s on a w i d e  r ange o f  fa c t o r s , i nc l ud ing the 
ava i l ab i l i t y  of l and i n  t he v i l l ag e  as a who l e  and t he t e rm s  o f  
the v i l l ag e r ' s  a c c e s s  t o  i t , t he v i l l ag e ' s l o c a t i o n  w i th r e s pe c t  
t o  t r an s po r t  and m ar ke t ing s e rv i c e s  f o r  c a s h  c r o p s , ac c e s s  to 
var ious government services , and such per sonal charac ter i stics  as 
age , sex and educat ional experienc e .  
Ful l e m p l o ym e n t  c an b e  d e f i ned a s  t he s t a t e  i n  wh i c h  the 
number of  people who pre fer wage employment to village l i fe , given 
the l e v e l  o f  wag e s  and o t he r fac t o r s  a f f e c t i n g  no n-vi l l a g e  and 
village s tandard s o f  l iving , roughly balances the number of wage 
and other non-village jobs available.  The higher the standard of 
l iving o ffered by wage employment ( tha t i s  the higher real wage s) , 
the more Papua New Guineans will prefer wage employment to village 
l i fe , and the less wage employment that will be made available in 
the modern sector o f  the economy. At extremel y high wages there 
will be few j obs and many people wanting them , but at lower wages 
t he r e  are  inc r e a s i ng l y  b e t t e r  pro s pects of  matching job-seekers 
and j obs , until int ernal balance has been reached . 
External balance 
' E x t e r na l  bal anc e '  inv o l v e s a t  a m in i m um the b a l anc ing o f  
demands upon the authorities ( the Bank o f  Papua New Guinea) from 
ind ividuals or inst i tut ions wan ting to conver t domestic currency 
(kina) into fore ign exchange , against the availability of fore ign 
exchang e to t he autho r i t i e s .  In o t her  word s ,  when t he r e  i s  
ex t e rnal b a l ance t he a u t ho r i t i e s  a r e  a b l e  t o  m a i n t a in t he f r e e 
c onv e r t i b i l i t y  o f  d om e s t i c  c u r r e n c y  i n t o  fo r e i g n  exchang e  a t  
o fficial exchange ra tes.  Thi s  m in imum t e s t  o f  ex te rnal b a l anc e 
would b e  m e t  b y  the p r e s e n c e  o f  a m o r e  o r  l e s s  s t ab l e  l ev e l  o f  
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fore ign exchange re serves , suf ficient to meet random var iations in 
foreign exchange requirement s .  
Thi s m in i mum t e s t  need s t o  b e  taken fur ther , t o  enc o m pa s s  
some longer- term consid eratio n s . Any e c o nomy , and e s p e c i a l l y  a 
smal l  economy in which the expor t  o f  pr imary produc t s  is a major 
s o u r c e  o f  f o r e i g n  exchange , expe r i enc e s  p e r i o d i c  ( s e a sonal  o r  
cyclical) fluctuations i n  foreign exchange receipt s .  I f  reserves 
were stable and just adequa te when foreign exchange rece i pt s  were 
except ionally high, external balance would be threatened in more 
no r m a l  c o nd i t i o n s . Our d e f ini t i o n  o f  ext e r n a l  b a l ance s ho u ld 
recogni ze the se real i ties by requi r ing curr ency conver tibility to 
b e  s u s t a inable  t h r o ugh no rmal  f l uc t ua t i o n s  in f o r e i gn exchange 
receipt s . 
W e  sho uld g o  fur ther ye t .  I t  i s  po s s i b l e  f o r  c ur r en c y  
c o nver t ib i l i t y  t o  b e  m a in t a ined , w i t h i n  l i m i t s , b y  i n c r e a s ed 
fo r e i gn b o r ro wing , e i t h e r  on pr iva t e  o r  pub l i c ac c o un t .  At an 
ex t r eme a c o un t r y m i ght p u r c ha s e  ' ex t ernal bal anc e '  as d e f in ed 
above over the m e d ium t e r m  a t  the expen s e  o f  d eb t  s e r v i c ing 
obligat ions that were so severe that they led in the longer term 
to b al an c e o f  paymen t s  prob l e m s .  Thus s e n s i b l e  d e f i n i t i o n  o f  
external balance should require fore ign borro wing t o  b e  l imi ted to 
l ev e l s  t h a t  a r e  c o n s i s t e n t  w i t h  an e qu i t ab l e  d i s t r ib u t i o n  o f  
i nc om e  over t i m e  ( t ha t i s ,  b e t ween peo p l e l iv i ng a t  d i f f e r ent 
times ) ,  after taking account of  the effec t s  o f  foreign borrowing 
and t he s e rv i c ing o f  t h e  d eb t .  We c o uld expr e s s  t h i s  as a 
requirement that foreign borro wing in the shor t  term should no t be 
so l a r g e  as to r e q u i r e  l iv i ng s t and a r d s at t he t i m e  a d e b t  i s  
repaid t o  fall below present levels , or , al ternatively , that fund s 
required for debt servicing at some future t ime should not exceed 
l ikel y  feasible levels of  new borrowing at that time.  The latter 
r e q u i r e m en t , wh i c h  ha s b e en a p p l i ed by t he Papua Ne w Guine a 
authoritie s ,  might be described as avoidance o f  the ' debt trap' . 
As a working d e f in i t io n  o f  ' ex t e rn a l  b a l anc e '  we pr e f e r t he 
m a i n t en anc e o f  c ur r en c y  c onv e r t i b i l i t y a t  a l l  s t ag e s  o f  t he 
i n t erna t i o n a l  b u s ine s s  c y c l e  wi t h o u t  r e c o u r s e  t o  e x t e r n a l  
b o r r o wing s t ha t  a r e  s o  l a r g e  tha t t he i r  s e r v i c ing r e qui r e s  
ab s o l u t e  r educ t i o n s  i n  av e r ag e  l iv i ng s t and a r d s a t  s om e  f u t ur e 
time . 
Efficient resource allocation 
The f o ur t h  g ene r a l  m a c r o - e c o no m i c  ob j ec t iv e  i s  t ha t p r i c e  
s t ab i l i t y  and i n t e rnal and e x t ernal b a l anc e should b e  achi eved 
wi th an efficient allocation o f  re sources . Thi s might be defined 
as a 'growth obj ec t ive' or an 'attaining maximum po s sible living 
standard s'  obj ec tive . Internal and external balance are necessary 
to secure an e f f ic ient allocation of  re sources .  But they are not 
suf ficient cond i tions for efficient resource allocation. Internal 
a nd ext ernal b a l anc e m i g h t  be achi ev e d  in a numb e r  of d i f f e r en t  
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ways , some o f  which involve less  efficient use of resources , lower 
econom ic output and fewer opportuni t ies  for economic gro wth than 
o ther s .  F o r  exam p l e , t he ex t e n s i v e  use  o f  pro t e c t i o n  again s t  
imports  may b e  consi stent wi th internal and external balance , but 
t he c on t r o l s  would m ean t ha t  av e r a g e  l i v ing s t andard s would be 
lower than if internal and external balance were secured through 
o the r pol icie s .  
La ter , i n  Chapter 5 ,  w e  di scuss analytically the relationship 
among mac ro-economic objec tives of  internal and external balance ,  
price stability and e f f ic ient re source allocation. 
Other policy goals 
We should say something as well about the links between these 
mac r o - e c o nom i c  po l i c y  o b j e c t i ve s and o t he r  g o a l s of s o c i al and 
economic pol icy. Papua New Guinea governments since Independence 
have stres sed goal s o f  increa s ed n a t ional o wn e r s h i p  o f  bus ine s s  
a s s e t s , i nc r e a s e d  na t i o nal sha r e s  o f  pe r s on a l  and pr o pe r t y 
income s ,  g r e a t e r  e qui t y  in t he d i s t r i b u t i o n  o f  i nc o m e s  b e t w e en 
individual s and groups , decentrali za tion of economic ac tivity and 
po l i t i c a l  p o w e r , i nc r e a s e d  r e l i anc e o n  d o m e s t i c a l l y  produc ed 
good s ,  services  and government revenue and inc reased partic ipation 
of women in all s phere s o f  economic and poli t ical l i fe.  There are 
direct links between the mac ro-economic ob j ectives and some of the 
f und am en t a l  s o c i al and e c onom i c  g o al s : i n t ernal b a l anc e i s  
c r i t i c a l l y  i m p o r t a n t  t o  e qui tab l e  inc o m e  d i s t r i but i o n ;  and the 
g en e r a l l y  ine qui t a b l e  e f f e c t s  o f  high i n f l a t i o n  on i nc o m e  
d i s t r ib ut i o n  h a v e  been r e f e r r ed t o  ab ov e . The l ink be t w e e n  
equi table income distribut ion and internal balance ari ses  because 
une m p l o ym e n t  d en i e s  wage inc o m e  to s o m e  peo p l e  who hav e  poor  
al terna tives or no al terna tive s at all , while po ssibly maintaining 
in wage employment some who se al ternatives are superior to those 
of  the unemployed . Thi s would not happen i f  the number of people 
seeking wage j obs balanced the number of  j obs tha t wer e available.  
There are no ways in which price stabili ty,  internal balance , 
external balance and an effic ient allocation of re sources conflict 
with progre s s  towards fundamental goal s like tho se of Papua New 
Gui n e a ' s  E i gh t  Ai m s , o r  na t i onal goal s  and direc tive princ iple s .  
Par ticular pol icies directed toward s macro-economic obj ec tive s may 
have more or less benefic ial effec t s  on o ther goal s ,  and there may 
be some ways in which some of the se policies may ac tually damage 
progre s s  on o ther types of goal s .  But the most impor tant links 
are indirect : econom ic s tability at incomes that are as high and 
gro wing as rapidly as pos sible is general ly conducive to planning 
and i m p l e m e n t i ng the  l o ng- t e r m  p r o g r a m s  t ha t  are  ne c e s s ar y  to 
achi eve prog r e s s  t o ward s more fund a m en t a l  g o a l s .  E c ono m i c  
instability of  a high order will cer tainly undermine both economic 
growth and programs designed to achieve other social and economic 
g o a l s .  And e c o nom i c  s t agna t io n  over l o ng per iod s i s  l i k e l y  to 
undermine support for pol ic ies direc ted at promo tion of  equi ty or 
other long-term social and poli t ical goal s .  
Chapter 5 
Causes of macro-economic s tability 
Thi s chapter discusses  the effects  of dif ferent packages o f  
'mac ro-economic policies' , or policies affec t ing a large par t of  
the economy at the same time . Economists  are no torious for the ir 
di sagr eement s about pol ic ies , but we think the sta tement s in this 
chapter are thought to be true by most members of  the economic s 
pro fess ion in the countries from which we come. The se s tatement s 
must nece ssarily be based on si mple as sumpt ions about the economy. 
The inevi tabl e disagreement s ari se mainly in relat ion to j udgments 
about wh i c h  a s s u m p t i o n s  b e s t  d e s c r ib e  a par t i c u l a r  ec onom y ,  o r  
wh i c h type s o f  r e a c t ion ar e mo r e  i m po r t an t  and whi c h  l e s s  
i m po r t a n t  i n  s o m e  prac t i c a l s i t ua t i o n .  W e  t r y  t o  s pe l l  out 
c l e a r l y  t he a s s um p t ions  upon wh i c h  t he o r e t i c a l  c o nc l u s i o n s  are 
ba s e d . La t e r  cha p t e r s  t ake a c l o s e  look a t  r e l ev an t  fac t s  about 
t h e  P a p u a New Gu i n e a n e c o n o m y , a l l o w i n g  us t o  j u d g e  t h e 
applicab i l i ty of conc lusions based on theory. 
Price s tabil i ty 
In analysing the causes of price increase s ,  econom ists  have 
f o und i t  u s e ful  to d i s t i ng ui sh b e t w e en t wo type s o f  g o o d s and 
services : tradables ,  and non-tradables . Tradables comprise good s 
wh i c h  a r e  o r  c o u l d  b e  expor t e d  ( i n c l ud i ng t i m b e r  and c o f f e e  in 
Papua Ne w Gui ne a ) , good s wh i c h  are i m po r t e d  ( c ar s ) , and good s 
wh i c h  are p r oduced and u s ed d om e s t i c a l l y  but who s e  pr i c e s  are  
d e t e r m ined by i m po r t  pr i c e s  because  they c o m pe t e  d i r e c t l y  w i t h 
i m po r t s  ( t om a t o e s ) .  Ec onom i s t s  u s ua l l y  s a y  t h a t  t r adab l e s  have 
the ir domestic pr ices de term ined by the world marke t , sub j ec t  only 
to  t a r i f f s , expo r t  s ub s i d i e s , i n t e r na t i onal t r an s po r t  c o s t s  and 
the exchang e r a t e . Non- t r adab l e s  c o n s i s t o f  good s and s e r v i c e s  
the prices o f  which are de termined dome s tically : b y  the int erplay 
of supply and demand domes t i cally,  unless  o ther fac tors intervene 
to prevent an excess  of supply over demand from lower ing a pr ice 
or an excess of  demand over supply from rais ing i t .  
Und er t hi s  s t and a r d  ec ono m i s t s '  a p p ro a c h ,  a c hange in t he 
f o r e i g n  exchange v a l ue o f  do m e s t i c  c urrency has a proportionate 
and oppo s i te e f fec t on the dome s t ic pr ice of  tradables . Thus a 10  
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per cent deval ua tion rai se s the domes t ic prices o f  tradable good s 
and service s by 1 0  per cent , and a 1 0  per cent revaluation lo wer s 
the ir domestic prices by the same proportion. Some commentators 
have argued that t he s e r e l a t i o n s h i p s  d o  no t h o ld in Papua Ne w 
Gui ne a .  One argum en t  i s  t ha t  i m por t e r s  m ake n o  ad j us t m en t s  t o  
dome s t ic prices i n  response t o  increa se s i n  the fore ign exchange 
v a l ue o f  t he ki na , t hus pe r m anen t l y  inc r e a s ing the i r  pro f i t  
m a r g ins . l A m o r e  s o phi s t i c a t ed arg um en t  tha t ha s b e en put m o r e  
r e c e n t l y  i s  t ha t  in a per i o d  in w h i c h  pr i c e s  a r e  r i s i ng i n  
in t e r na t i o na l  curr enc y ,  i m po r t e r s ho l d  d omestic nom inal prices 
cons tant in response to increases in the fore ign exchange value of 
the kina unti l  such time as the progr ess of international price� 
has reduced im porters'  pro fit  margins to pre-revaluation levels.  
The l a t t e r  e f f e c t g en e r a t e s  a t e m p o r a r y  inc r e a s e  in i m po r t e r s '  
profi t margins .  Nei ther o f  these t wo e f fec t s  could operate unless  
there were som e degree o f  mono poly in importing or distribution, 
and unless monopol istic impor ters changed the way in which they 
us ed the i r  mono p o l y  p o w e r  fo l l o wing a r e v a l ua t i o n  o f  the kin a .  
Much o f  Cha p t e r  9 i s  d i r e c t ed to ward s a s s e s s i ng whe ther  t he se 
effec t s  have operated in Papua Ne w Guinea , and whe ther they have 
been quantitatively impor tant . 
N o n - t r a d a b l e s '  p r i c e s  m i g h t b e  f l e x i b l e  up w a r d s  a n d  
downwards , flexible only upwards , o r  inflexible , de pend ing o n  the 
na ture  o f  i n s t i tut i o n s  in a par t i c ular c o un t r y .  L e t  us f i r s t  
ex p l o r e  wha t d e t e r m i n e s  t he pr i c e s  o f  non- t r ad abl e s  when t he i r 
pr i c e s  a r e  f l ex ib l e , a s  t he y  probab l y  a r e  wi th b e t e l  nut in Koki 
market.  Let us begin wi th a situat ion in which supply and demand 
f o r  non- t r ad ab l e s  a r e  e qual to each o t he r at s pe c i f i ed pr i c e s .  
Le t u s  s a y  t ha t  there  i s  t h en an inc r e a s e  i n  expend i t ure i n  t he 
e c o no m y .  Consumer s ,  f o l l o wing the i r  no rmal pa t t e r n s , w i s h t o  
allocate par t of their increa sed expend iture t o  tradables and par t 
to non- t r ad abl e s .  Dem and f o r  non- t r ad ab l e s  exceed s supp l y  and 
pr ices ri se.  There i s  an increase in the average price level when 
expend i t u r e  inc r e a s e s ,  b e c a u s e  thi s ave r ag e  c o m pr i s e s  s o m e  
tradable and some non-tradable pr ices.  The amount of  the increase 
in the average price level is greater the higher the propor tion of 
non-tradables in to tal expend iture . 
In real i ty the production of most non- tradables requires some 
t r ad a b l e  input s .  Pr i c e  b e hav i o u r  of t he s e  g o o d s i s  then s o m e  
average of  pr ice movements of  tradables and 'pure'  non- tradables.  
Thi s d o e s  no t t e l l  us  much about the  c au s e  o f  expend i t ure 
i n c r e a s e s .  Whatever  the channe l through wh i c h  expend i t ure i s  
e f f ec t e d ( whe ther  i t  i s  publ i c  o r  pr iva t e , o r  f o r  inve s t m e nt or 
1 .  Thi s a rg um en t  f i r s t  a p pe a r ed in pr int  i n  Pa pua Ne w Guinea in 
N.V. Lam , ' Im ported inflat ion in Papua New Guinea , 1 9 7 2-76' , IASER 
Discus sion Paper No . 1 3 ,  Por t  Moresby , 1 97 7 .  
· 
2 .  Th i s  wa s a rgued by S .K. Rao in an unpub l i shed paper made 
available to  the autho rs in Port Moresby in June 1 98 2 .  
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c o n s um p t i o n) , i t  c an o c c ur o n l y  i f  t he r e  i s  an inc r e a s e  in the 
money s up p l y  ( M ) , o r  an i nc r e a s e  i n  t h e  r a t e a t  whi c h  money 
c i r c ul a t e s  i n  t he e c ono m y  ( V , t he v e l o c i ty o f  c ir c u l a t i o n  of  
mone y ) .  M any e c o nom i s t s  w i t h e x p e r i e n c e m a i n l y  in  l a r g e  
indus tr ial countr ies pay more at tention to M ,  because changes i n  V 
are  g en e r a l l y  no t l a r g e  o r  r a p id in t he s e  e c o nom i e s .  But i n  a 
primary-expor ting country accus tom ed to large changes in the terms 
of t r ad e , i t  is c ommon for c ha ng e s  in V par t l y  t o  o f f s e t  l a r g e  
var iations i n  M. 
An i nc r e a se in m o n e y  s u p p l y  ( o r  i nc r e a s e  in t he v e l o c i t y o f  
c irculation o f  money) may lead t o  an increase i n  the quanti ty o f  
goods and services purcha sed in the economy , or t o  an increase in 
t he aver a g e  pr i c e  l e v e l  ( wh i c h , w i t h a f i xed exchange r a t e , c an 
o n l y  o c c ur t hrough an i nc r e a s e  in t he pr i c e  o f  non- t r ad ab l e s ) .  
Any i nc r e a s e  i n  pur c ha s e s  o f  good s and s e rv i c e s  i s  a l l o c a t e d  
par tly t o  imports  and par tly t o  domest ically-produced good s .  That 
par t  which i s  spent on imports increases the balance o f  payments 
d e f i c i t , w h i c h  m o d e r a t e s  t he g ro w t h  i n  money s up p l y .  Tha t p a r t  
whi c h  i s  s p e n t  d om e s t i c a l l y  i nc r ea s e s  production,  o r  prices for 
non- t r ad a b l e s , o r  s o m e  c om b i na t i o n  o f  t he t wo .  The i nc r e a s e in 
d o m e s t i c  pr o d uc t i o n  i s  o n l y  po s s i b l e  if t he r e  a r e  une m pl oyed 
re source s in the economy. 
An inc r e a s e  i n  money s up p l y ,  M, m ay b e  g en e r a t e d  by an 
increase in the government budget defic i t , an increase in cred i t  
e x t e n d e d  t o  t h e  p r i v a t e  s e c t o r  b y  t he b anking s y s t e m , o r  b y  an 
increase in the balance of  payment s surplus . 
I f  t he r e  i s  no c o m pen s a t i ng chang e i n  o th e r  s o ur c e s  o f  
mone t a r y  g r o w t h ,  a n  i nc r e a s e i n  t he f o r e i gn exc hang e v a l ue o f  
d o m e s t i c  c ur r enc y r ed uc e s  t he b a l anc e o f  paymen t s  s ur p l us 
expres sed in local currency and so reduces the money s upply. Thus 
an inc r e a s e  in t he f o r e i g n  exchange v a l ue o f  d om e s t i c c ur r en c y  
lo wer s  the dome s tic price level both through reduc ing the pr ice o f  
t r ad ab l e s  d i r e c t l y ,  and by r ed uc ing t he pr i c e  o f  non- t r ad ab l e s  
through i t s  e f fec t on the money supply. 
Non- t r ad ab l e s '  pr i c e s  m ay be f ixed , say b y  p r i c e  c on t r o l s .  
Then an increase in domes tic expenditure cause s demand to exc eed 
s up p l y .  If t he pr i c e  c o n t r o l s a r e  e f f e c t i v e , t he r e  mus t b e  
rat ioning , unle s s  the pre s ence of  unemployed re source s  means that 
supp l y  c an be expand ed pro f i t ab l y  at t he f i xe d  p r i c e ,  and in the 
l a t t e r  c a s e  un t i l  i nve s tm en t  i n  ne w p r o d uc t iv e  c a pac i t y  ha s 
inc r e a s e d  s up p l y .  A r e d uc t i o n  in expend i t ur e c aus e s  s up p l y  t o  
exc eed d em and . I n  r e s po n s e  f i r m s r e d u c e  p r o d uc t i o n  o f  non­
tradables and unemployment emerges . 
W e  should l o o k  a t  one m o r e  po s s i b i l i t y :  t ha t  the pr i c e s  o f  
some non-tradables are flexible , but the pr ice o f  some impor tant 
input into produc tion ( say, labour) is fixed . A fall in domestic 
expend i t u r e  c a u s e s s up p l y  to exc eed d em and a nd pr i c e s  to f al l .  
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But some non-tradables'  produc tion i s  unprofi table at thi s price.  
Produc tion fall s  and unemployment emerge s as in the previous case . 
In any r e a l  e c o no m y ,  i t  i s  l ike l y  t ha t s o m e  non- t r ad ab l e s  
have par tially- fixed and some flexible prices ; some non-tradables 
r equi r e  l a r g e  amoun t s  of par t i a l l y- fixed-price labour and som e ,  
like fresh food produc t ion f o r  markets , l i t tle or none . 
The d om e s t i c  pr i c e  l ev e l  i s  an ave r a g e  o f  t he pr i c e s  o f  
tradables and non-tradable s .  In a smal l ,  open economy like Papua 
New Guinea , tradables are l ikel y  to predominate , al though both are 
impor tant . We est imate tha t  about 7 0  per cent of the weight of 
the Papua Ne w Guinea consumer price index comprises  potentially 
t r ad ab l e  g o o d s  and s e rv i c e s . O f  t he s e ,  SS per c e n t  are i m po r t s .  
The r e m a i nd e r  a r e  good s p r o t e c t e d  b y  t ar i f f s  and quo t a s  o r  
s ub s t an t i a l b u t  l e s s  t han p r o h ib i t i ve i n t e rna t i onal t r an s po r t  
cos t s , which mean that prices are influenced but no t determ ined by 
interna t ional pr ices .  The Papua New Guinea consumer pr ice index 
is based on a survey o f  consumption pa t terns o f  Papua New Guinean 
na tional s in major towns in 1 9 7S-76.  Consumption of other groups , 
o r  t he pur c ha s e s  o f  p r o d uc e r s ,  would c o n t a i n  a d i f f e r en t  m ix o f  
g o o d s  and s e rvi c e s ,  which m i ght have l o w e r  o r  higher t r ad a b l e  
good s content . 
, 
Internal balance 
The r e  c ou ld be no prob l e m of l o ng - t e r m  i m bal anc e b e t ween 
supply and d e m and for l abour ( t ha t  i s , of  i n t ernal i m b a l ance as  
defined in Chapter 4 )  if wages were perfectly f lexible in response 
to changes in market conditions . There would still be problem s of 
a d j u s t m e n t s  t o  c h a n g e s , a nd p r o b l e m s  f o r  ind i v i d ua l s  and 
household s as soc iated with fal ling s tandard s of living when demand 
f o r  wage l abour wa s fa l l ing o r  the sup p l y  o f  l abour inc r e a s ing . 
But changes in wages would prevent the per s i s tence of involuntary 
unemployment .  
But in no soc iety are wages perfectly flexible in response to 
marke t c o nd i t i o n s . The ac t iv i t i e s  o f  un i o ns , o f  g ov e r nm en t s  
through m in i m um wage l a w s , and the c onv en t i on s  tha t d eve l o p  
everywhere t o  govern the inherently dif ficul t relationship bet ween 
e m p l o ye e s  and e m p l o ye r s  m ean t ha t  the r e  i s  a l ways s t r o ng 
re sis tance to reduc tion in money wages , and usually resi s tance to 
reductions in real wages.  
Even autho r i t a r i an governmen t s  wi th l i t t l e  s ym pa t hy for 
labour mus t take the se reali ties into account . A democrat ically 
e l e c t e d  g ov e r n m e n t  i s  l i k e l y  t o  f i n d  tha t they c o n s t r a i n  
considerably the implementation of macro-economic pol icy. 
Although there i s  some wage rigidity in any economy ,  let us 
first look at what would happen if wages were perfec tly flexible.  
Le t us s a y  t ha t  the r e  is  i n i t i a l l y  full  e m p l o ym en t , w i t h a wage 
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level w. Any development which reduces s tandard s of l iving in the 
villages wi thout having any o ther effect on the economy is likely 
to increase the number of people who f ind urban l i fe at the go ing 
wage more attrac tive than rural village life : population gro wth 
in areas where there is  pres sure on land re sources ;  social change 
which reduces some families'  access  to village land ; lower prices 
for cash c rops sold to the to wns or overseas by villager s relative 
to pr i c e s  f o r  g ood s pur c ha s e d  f o r  c a s h  by v i l l ag e r s ;  o r  any 
d e t e r i o r a t i on in pub l i c s e rv i c e s  prov i d ed to v i l l a g e r s  by 
gov e r nm en t . An inc r e a s e  in the sup p l y  of labour to to wns at the 
go ing wage for any of these reasons cause s the money wage to fall 
and the real wage to fall a li ttle less (because the price of  non­
t r ad a b l e s  f a l l s  w i t h  the wag e ) .  The r ed uc t i o n  i n  money wag e s  
reduces the number of  people who prefer urban t o  village life and 
increases the number of j obs made available by employer s ( partly 
through inc reased inves tment in or produc tion of  tradables , which 
becomes more pro fi t able as a re sul t of the reduc tion in wage s ) .  
Any t h i ng whi c h  r ed uc e s  d em and f o r  w a g e  l abour in t h e  t o wn s  
and plantat ions also tends t o  reduce real wage s :  reduced dome s tic 
expend i t ure ( wh i c h  r e duc e s  d em and f o r  l abour in non- t r ad ab l e s '  
produc t i o n ) ; r e d uc ed pr i c e s  f o r  t r ad a b l e s  produced  i n  t he wage 
economy; reduced produc tivity in produc tion o f  tradable s .  Again , 
wag e s  f a l l , r educ i ng t h e  numb e r  o f  peo p l e  who pr e f e r urban t o  
rural life at the go ing wage and inc reas ing wage employment , unti l  
internal balance i s  restored . 
The above anal ys i s  can b e  app l ied in r e ve r s e  when c hang e s  
o c c ur whi c h  r ed uc e  t h e  num b e r  o f  v i l l ag e r s  who pr e f er urban to 
v i l l a g e  l i f e a t  any g iven wage , or inc r e a s e  the am ount of wage 
employment available at any g iven wage . 
Le t us no w exam ine wha t would happen i f  wag e s  w e r e r i g id 
downward - at first  both money and real wages .  If the supply o f  
labour increased o r  demand for labour fell wi thout any reduc tion 
i n  r e al wage s ,  un e m p l o ym e n t  would e m e r g e  i n  urban area s .  The 
amount of unemployment would be greater the larger the gap between 
the f ixed wage and the wage that would e s tablish internal balance.  
But no t all o f  the peo p l e  who pr e f e r r ed urban e m p l o ym e n t  a t  the 
f ixed wage t o  v i l l a g e  l i fe ,  and ye t who d id no t have wage 
e m p l o ym en t , would b e  une m p l o ye d  in town.  Som e would p r e f e r  
village l i fe t o  unemployed urban l i fe with limited prospects o f  
future wage employmen t .  
Wha t c o uld b e  d one t o  r e s t o r e in t e r na l  bal anc e ?  I f  t he 
r i g i d i t y were  in r e a l  wag e s  a s  ha s b e en a s s umed so f ar , a 
government ' s  optionS'Would be severely cons t rained . An increase 
in d o m e s t i c  expend i t ur e  would i nc r e a s e  e m p l o y m e n t  i n  no n­
tradables'  product ion , but beyond some limit thi s would introduce 
problems for ext ernal balance ( see below) . The governm ent could 
d i r e c t m o r e  o f  i t s  expend i t ure t o ward s inve s t m en t  r a t h e r  than 
consumpt ion , which would allow higher level s of  to tal expenditure 
45 
in futur e ,  and s o  i m prove the pro s pe c t s  for r e s t o r i ng i n t e rnal 
balance at some future time.  The government could direc t  more of  
its  expend i tu r e  t o ward s r a i s i n g  s t andard s of  l iv ing in v i l l ag e  
a r e a s  o f  o u t -m i g r a t i o n  o r  in r a i s ing p r oduc t iv i t y  in e c o nom i c  
ac t i v i t i e s  e m p l o ying l ab o ur , s o  tha t i t  b e c am e  pro f i ta b l e  t o  
e m p l o y  m o r e  worke r s  a t  a n y  g iv en wag e .  B u t  o f  a l l  t he s e 
r e s po ns e s ,  o n l y  the inc r e a s e  in expend i t ur e would be e f f e c t iv e  
i n  the short term only. 
A g ov e r nm en t ' s o p t i o n s  would be w i d e r  i f  onl y money wag e s  
were r igid , while real wages were flexible.  Any increase i n  the 
pr i c e  o f  t r ad ab l e s  ( ex po r t ab l e  and i m po r tab l e  good s i n  t he sam e 
pro po r t i on)  would no w i nc r e a s e  t he pro f i t ab i l i t y  o f  dome s t i c 
t r ad ab l e s '  p r o d uc t i o n ,  and inc r e a s e  the amoun t  o f  e m p l o ym en t  in 
these indus tries at the fixed money wage. At the same time , the 
num b e r  o f  peo p l e  who pr e f e r r ed t o wn to v i l l ag e  l i f e  would fa l l , 
both because urban l iving standards fell ( to the extent that wage 
earners spent their income s on tradables ,  which were increas ing in 
price) , and because rural l iving s tandard s ro se ( so long as and to 
the extent that the proportion of village cash income earned from 
sale of tradables exceeded the proportio� of vil lage expend iture 
alloca ted to tradable s ) .  
W h e n  the r e  i s  i n t e r na t i o nal in f l a t i o n , t he pr i c e s  o f  
tradables i n  foreign currency r i se wi th the pa s sing of time. So 
l ong as m oney wag e s  and t he f o r e i g n  exchange v a l ue o f  d om e s t i c  
currency remain unchanged , this  process  move s the economy towards 
i n t e r n a l  b a l a n c e .  The p r o c e s s  c o u l d  be a c c e l e r a t e d  by a 
devalua tion of the domes tic currenc y ,  again so long as the fas ter 
r a t e  of d om e s t i c  in f l a t i o n w a s  no t a c c om panied by m o r e  r a p i d  
increa ses in money wage s .  
Inc reasing the price of  tradables , b y  allowing internat ional 
in f l a t ion to f l o w  t hrough to t he d o m e s t i c  ec o nomy , or b y  
d eval ua t i o n , would no t b e  he l p ful  to i n t e rnal bal anc e i f  r e al 
wages were rigid because o f  an automatic indexation o f  money wages 
t o  dom e s t i c  pr i c e s .  Then an inc r e a s e  in the pr i c e  of t r adab l e s  
would g e ne r a t e  a ( s m a l l e r )  i nc r e a s e  i n  wag e s .  Thi s would 
inc rease the price of  non-tradables , whi ch would give rise to a 
fur ther money wage increase , until  money wages had increased by as 
much as tradables'  pric e s .  There m ight be some temporary relief 
due to lags in the ad j ustment of  money wage s to dome s t ic prices , 
but a t  t he end p o i n t  the who l e  d om e s t i c  pr i c e  l evel  would have 
increased wi thout any reduc t ion in unemployment . 
So far  we have no t c on s i d e r e d s pe c i a l  in te rven t i o n s  o f  a 
m i c r o - e c o no m i c  na t u r e  d e s igned t o  i nc r e a s e  e m p l o y m e n t  in 
par t i c u l ar indus t r i e s .  Gene r a l l y  s uc h  interventions , including 
pro t e c t ion f o r  im por t - c om pe t i ng i nd u s t r i e s , r educ e r a t her t han 
increase employment in the economy as a whole , i f  the cost of  all 
input s i n t o  p roduc t i o n  at the i r  t r ue e c o no m i c  v a l ue exc eed s t he 
price of impor t s .  
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External balance 
L e t u s  s t ar t  our ana l ys i s  f r o m  a po s i t i o n  of ex t e r na l  
b a l anc e .  O u r  e a r l i e r  d e f ini t ion t e l l s  u s  t h a t  t h i s m e an s  t he 
domestic currenc y i s  freely conver t ible into foreign currenc ie s , 
c a n b e  e x p e c t e d t o  r e m a i n s o  t h r o u g h  a n o r m a l  c y c l e  o f  
i n t e r na t i o na l  bus i ne s s  a c t iv i t y ,  and the l ev e l o f  n e t  f o r e i g n  
b o r ro w i ng i s  no t s o  l a r g e  t ha t  t he s e rv i c i ng o f  f o r e ign d eb t  i s  
expec ted to require reductions in average l iving standard s a t  any 
future time.  Net foreign borrowing in some period is the total 
of  pr ivate and public sector gro s s  borrowing , less debt repayment , 
l e s s  t he inc r e a s e in f o r e ign exc hang e r e s e rve s he ld b y  t he 
autho r i t i e s .  Ne t f o r e i g n  b o r ro w ing i s  e qu a l  t o  the d i f f e r en c e  
bet ween the sum of  dome s t ic produc tion of  tradable s  and g i ft s  of  
tradables from abroad on the one hand , and domestic consumption o f  
tradables o n  the other .  
An y  increase i n  dome s tic expendi ture i s  allocated par tly to 
t r ad ab l e s  and r e s ul t s  i n  a c o r r e s po nd ing d ir e c t  i nc r e a s e  in the 
trade defic i t .  That part which i s  allocated to non-tradable s must 
e i t he r  ut i l i z e  une m p l o ye d  r e s ources ,  or increase non-tradables'  
pr i c e s  and draw r e s o u r c e s  from t r ad abl e s '  p r od uc t i o n .  In t he 
l a t t e r  c a s e  i t  l ead s ind i r e c t l y  t o  an inc r e a s e  in t he t r a d e  
d e f i c i t .  Ev en a n y  i nc r e a s e  i n  no n- t r ad a b l e s '  p r oduc t i on f r o m  
p r e v i o u s l y  un e m p l o yed r e s o ur c e s  inc r eases the trade defic i t ,  to 
the extent that the income s of  the newly employed are alloca ted to 
expendi ture on tradable s .  Since the economy in the beginning is 
in external balance , the increase in the trade deficit introduces 
external imbalance .  
Ex t e r na l  i m b a l an c e  c an a l s o  b e  c au s e d  by a n y  d eve l o p m en t  
w h i c h  r e duc e s  the  e c o n o m y ' s  r e c e i p t s o f  f o r e i g n e x c h a n g e  
independently of  domes t ic expend i ture : reduc tion o f  foreign aid ; 
reduc ed optim i sm about future econom ic growth which resul t s  in a 
fal l in the lev e l s  o f  f o r e i g n  b o r r o w i ng tha t a r e  j ud g e d  t o  b e  
sui table ; natural d i sas ters which reduce produc tion of  tradables ; 
r ed uc e d pr i c e s  o r  r educed ex pec t a t i o n s  about futur e pr i c e s  f o r  
expor t s . 
Wha tever the c aus e s  o f  e x t e r na l  imba l an c e  ( exc e s s i ve n e t  
f o r e i g n  b o r r o w i n g ) , i t  c a n b e  r e d u c e d  b y  r e d u c t i o n s  i n  
expend iture .  But i f  pr ices of  non- tradables or of  resources used 
in pro duc t i o n  of non- t r ad ab l e s  are f i xed , the r educ t i on in 
expendi ture generates unemploymen t .  To restore external balance 
while simul taneously mainta ining full employment , the pr ices of 
non- t r a d ab l e s , and of l abour , mus t f a l l  r e l a t i v e  to t r a d ab l e s  
p r i c e s .  Probl em s o f  s i mul taneo u s l y  ach i ev i ng i n t ernal and 
external balanc e are di scus sed fur ther below. 
In some circums tances ,  where there i s  exces sive ne t foreign 
b o r r o wing s i mul taneous l y  w i t h  d o m e s t i c  une m pl o ym e n t , i t  i s  
po s sible that a reduc t ion in the pr ice o f  non- tradables relative 
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t o  t r ad abl e s  c ou l d  m o v e  t he e c o no m y  t o ward s e x t e r na l  balanc e 
wi t ho u t  any r ed uc t i on i n  r e a l  d om e s t i c expend i t ur e .  Thi s c o u l d  
o c c ur i f  the c hang e in r e l a t i v e  p r i c e s  c au s e d  c o n s um er s  t o  
purcha s e  r e l a t iv e l y  f e w e r  t r ad a b l e s  a n d  r e l a t iv e l y  m o r e  no n­
tradables , or producer s to increase the effort  that they put into 
produc ing tradable s relative to non-tradables , with produc t ion of 
tradables being increased through the use of  previous ly unemployed 
re sources.  We can re fer to the se changes in relative consumption 
pa t t e r n s  as ' s wi t c hing ' f r o m  t r a d ab l e s  to non- t r adab l e s , and t o  
t he c hang e s  in p r oduc t i o n  p ro po r t i o n s  a s  ' s wi t c hi n g '  f r om non­
t r ad ab l e s  to t r a d ab l e s .  Thi s ' s wi t c h i n g '  o n  i t s  o wn would b e  o f  
no a s si s tance what soever i n  removing external imbalance i f  there 
were full employmen t .  Neither would it help if unemployment was 
entrenched by rigid real wages .  
Where there i s  unemployment a s  well a s  exces sive net foreign 
borrowing , and where real wages are flexible , ' s wi tching' policies 
d irec ted at raising relative prices o f  particular tradable good s 
through pro t e c t i o n  m i ght  po s s i b l y  m ove t he e c o no m y  t o wa r d s  
external balance .  But the standard theory o f  pro tec tion tel l s  us 
t ha t  t h i s would a l ways d o  m o r e  t o  r e d uc e  t he s t and a rd o f  l iv i ng 
than ' s w i t c h i ng ' m e a s ur e s  o f  a m o r e  g e n e r a l  na ture  d e s i gned to 
make t he same c o n t r ibut i o n  t o  ext e rnal b a l a nc e . 3 S i m i l a rl y ,  
r e s t r i c t i o n s  o n  the pur po s e s  f o r  wh i c h  d om e s t i c c ur r enc y c an b e  
c o nv e r t e d  i n t o  f o r e i g n e x c h a n g e m a y  h e l p  t o  m a i n t a i n 
c onv e r t i b i l i t y  o f  d om e s t i c c u r r e n c y  i n t o  f o r e i gn exchang e f o r  
other purpo ses.  But rigorous exchange controls are d i ff icul t to 
enforce in prac tice , and , like pro tec tion , introduce distortions 
i n t o  t he e c o n o m y  t ha t  d am ag e  s t and ard s of l iv i ng m o r e  than 
al t e r na t i ve m e an s o f  a c hi e v ing a s i m i l ar saving in f o r e i gn 
exchange . 
Efficient resource allocat ion and growth 
Here we c o n f ine o ur s e lve s to the  l inks b e t we en e f f i c i ent 
r e s o ur c e  a l l o c a t i o n  and g r o w t h  o n  t he one hand , and po l i c i e s  
directed to wards price stability and internal and external balance 
on the o t he r .  
Unemployment invar iably involves an ineffic ient allocation of  
r e s o ur c e s  and l o s s  of  o ppo r t un i t i e s  fo r g r o w t h .  Ex t e rnal 
i m b a l an c e  in t he form of ex c e s s i ve net f o r e i gn b o r r o wing may 
assist growth in the short term.  But the se shor t-term gains must 
b e  w e i g hed ag a i n s t  t he se t b ac ks to growth inevi tably as soc iated 
wi th measures to re s tore external balance at a later time. Thi s 
disruption generally greatly out weighs any short-term advantages 
of exces sive net foreign borrowing . 
3 .  See , f o r  exa m p l e , W . M .  Cord en , Trade P o l i c y  and E c ono m i c  
Welfare , Oxford , Clarendon Press , 1 97 4 .  
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As o b s erv ed i n  Cha p t e r  4 ,  pri c e  s t ab i l i ty i s  g en e r a l l y  
helpful t o  gro wth , although i f  other c ircum s t ance s are favourable 
growth can occur with moderate or even fairly high inflation.  But 
i t  i s  m ore usual f or h i g h  i n f l a t i on to pro m p t  a range o f  
governm ent i n t erven t i o n s  t o  c on tro l i n f l a t i o n  d ire c t l y ,  and a 
range o f  d e f e n s ive re ac t i o n s  b y  b u s i n e s s , t ha t  t o g e t her d i s t ort 
re source allocation and inhib i t  gro wth. 
Gro w t h  over t he l o ng peri od s  of t i m e  t ha t  are re q uired to 
a c h i e v e  ac c e p t ab l e  l i v ing s t and ard s in a poor c o un try i s  m ore 
likely i f  there i s  pol i t ical s tability,  which i s  i t self hel ped by 
economic stab il i ty. Thi s  relati onship is espec ially important in 
c o un tri e s  g overn ed by d e m o cra t i c  pro c e s s e s ,  s i nc e  in f l a t i on ,  
une m p l o ym e n t  and b a l an c e  o f  paym en t s  cri s e s  c an a l l  und erm ine 
pol i t ical support for a government . On the o ther hand , a smoo thly 
func t ioning democratic sys tem tha t is able to change governments 
through elec tions and build popular support for development goals 
i s  a gre a t  a s s e t  f or l o ng - t erm gro w t h ,  avo i d ing the tra um a  
a s s oc i a t ed w i t h  c hange s i n  re g i m e s  wh i c h  h a s  frac t ured t he 
e c o no m i e s  o f  m any d e v e l o p i ng c o un tri e s .  W i s e ,  d e m o cra t i c a l l y  
e l e c t e d g ov ernm en t s  c o n t em p l a t i ng p o l i c i e s  t o  re s t ore m a cro ­
e c o nom i c  s t a b i l i t y  c o n s i d er t he e f f e c t s  o f  d i f f eren t  s e t s  o f  
pol i c ie s ,  and espec ially o f  large , sudden changes i n  the se t ting 
o f  s o m e  p o l i c y  i n s trum e n t s ,  on p o l i t i c a l  s u p p ort f o r 
c o ns t i tut ional processe s .  
Internal balance and the superficial appearance o f  external 
balance may some times be e s t abli shed at the same t ime as highly 
res tric t ive pro tection or exchange contro l pol icies are in force.  
In the a b s enc e of the la t t er,  some c o m b i na t i on of red uc t i on in 
expend i t ure and ' s w i t c h i n g '  b e t ween non- tradables and tradables'  
produc t i on and c o n s um p t i o n  would need  t o  b e  a c h i ev ed t hro ugh 
pol i c ies  o f  general appl ication. The al terna tive general measures 
are more e f f i c i e·n t and are be t t er for l o ng - t erm gro w t h  t han t he 
restric tive pro tect ion and exchange control pol i c ie s .  Nei ther are 
t he more g enera l p o l i c i e s  i n e q u i t a b l e : a n y  b urd e n s  t h a t  
pro tection and exchange control m ight place upon the rich could be 
e f fec ted with less current and future burden on the poor through 
some combination of taxat ion and expend i ture pol i c ie s .  Pro tec tion 
and exchange c o ntro l s  are pro n e  t o  b e c o m e  i n s t ru m e n t s o f  
red i s tribut ion from the poor to the rich and powerful , through the 
temptat ions they introduce for corrupt ion in government , and the 
re w ard s t h e y  o f f e r v e s t e d i n t ere s t s  a p p l yi n g  pre s s ure t o  
government .  
A more effic ient allocat ion of  resources increases the amount 
o f  l ab o ur t ha t  i s  d e m anded in t he urb an i nd u s tri e s  a t  any g iven 
levels o f  domes t ic expend i ture and wage s .  It also causes village 
l iving s tandards to be higher than they o therwi se would be , g iven 
the level of government expend i ture on village services.  For both 
of  the se reasons , effic ient re source allocat ion allows the levels 
o f  wages tha t are cons i s t ent wi th internal balance to be as high 
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as pos s ible. Al terna tively ,  i f  real wages were f ixed at a level 
too hi gh t o  a l l o w  i n t e r na l  b a l anc e , an e f f i c i e n t  a l l o c a t i o n  o f  
re sources would cause the level o f  unemployment t o  b e  lo wer than 
it  otherwi se would be . 
Looking a t  the s e  s a m e  r e l a t i o n s h i p s  i n  a d ynam ic c o n t ex t , 
e c o nom i c  g r o w t h  r a i s e s  p r og r e s s iv e l y  t he m ax i m um l ev e l  o f  r e a l  
wages tha t i s  consi s tent with internal balance . Alternatively, i f  
r e a l  w ag e s  w e r e  f ixed above l ev e l s  t ha t  w e r e  c on s i s t en t  w i t h  
internal balance ,  gro wth would cause the level of  unemployment to 
fall progre s s ively. This would follow whether gro wth occurred in 
the v i l l ag e s  or the to wns o r , a s  i s  l i ke l y  to be a s s o c i a t e d  w i t h  
an e f fic ient allocation o f  re sources , i n  both. 
Gro wth i s  facili tated by the all ocation of  a relatively high 
p r o po r t io n  o f  d o m e s t i c  expend i t ure to i nve s t m en t . Thi s i s  
conventionally measured by the pro portion o f  gro s s  fixed capi tal 
format ion in gro s s  dome stic produc t .  Thi s i s  an impor tant ratio , 
and sho u ld be moni t o r e d  a s  p a r t o f  an a s s e s s m en t  o f  whe the r the 
overall alloca tion o f  re sources is conduc ive to growth. Ho wever , 
many so-called ' recurrent' expendi ture s are · extremely important to 
g ro w t h , f o r  exam p l e  on p e r s o nn e l  inv o lved in educ a t i on and 
ag r i c ul tural extension. 
Simultaneous internal and external balance and price s tability 
The most dif ficult tasks for macro-econom ic pol icy ari se when 
a g ov e r nm e n t  seeks  to r e a c h  sev e r a l  g o a l s a t  o nc e .  Thi s i s  
b ec a use  po l i c y  ac t ion taken w i t h  r e s p ec t t o  one t a rg e t  a f f e c t s  
progress to ward s o the r s .  For example , reduc tions in expend iture 
to achieve external balance lower the real wage at which internal 
balance is attainable , and create or increase unemployment if real 
wag e s  a r e  r i g i d .  S i m i l a r l y , a c c e p t ance o f  pr i c e  i nc r e a s e s  f o r  
tradabl e good s t o  restore internal balance when money wage s are 
r igid and real wages flexible increases inflation. 
The the o r y  of e c onom ic po l i c y  t e l l s  us tha t whe r e  t h e r e  i s  
m o r e  t han one p o l i c y  ob j e c t ive , t he a t t a i nm en t  o f  t he s e  g o a l s  
requi r e s  t he u s e  o f  a s  m an y  po l i c y  i n s t r um en t s  a s  the r e  are 
ob j ec t iv e s .  I n  r e c o gni t i o n  of  t hi s , it  is  c o mmon to i d en t i f y  
par t i c u l a r  in s t rumen t s  wh i c h  a r e  mo s t  e f f e c tive f o r  pro g r e s s  
t o w a r d s  par t i c u l a r  g o a l s .  I n  t hi s  f r am e wo r k ,  mod ern econo m i c  
the o r y  s u g g e s t s  t ha t  in a s m a l l  e c o n o m y  t he in s t rument o f  
exp end i t ur e  po l i c y  c o u l d  b e  ' a s s i g n e d '  to t he e x t e r n a l  b a l ance 
ob j ec tive , the instrument of  wages pol icy to the internal balance 
obj ec tive , and the instrument of exchange rate policy to the price 
stability ob j ec tive. Other log ical fs signments of ins truments to 
obj ec tive s could also be identi f ied. 
4. Fo r the s t and a r d  t r e a t m en t of the the o r y  of i n t e r n a l  and 
external balance , see J.E. Meade , The Balance of  Payments ,  London , 
Oxford Univer s i ty Pres s ,  195 1 .  For appl ications of the theory to 
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so 
But the se at tempt s at assignment mus t al ways be qualified by 
r e c ogni t io n  of t he i n t e r - r e l a t i o n s h i p s  b e t ween p o l i c i e s  a nd 
ob j e c t i ve s .  Ul t i m a t e l y  t he r e  i s  no avo i d ing t he need  t o  a s s e s s  
the effec t s  o f  var ious policy packages simul taneously on the full 
range of  obj ec tive s .  
I t  i s  c l e a r  f r o m  t h e  a b o v e  ana l y s i s  t ha t t he s i mu l taneo us 
achievement of  internal and external balance and price s tability 
would be st raight forward if there were pr ice and wage flexib ility. 
Thi s f l ex ib i l i t y  is a c ommon a s s um p t i o n  o f  wha t  have c o m e  t o  be 
kno wn as ' mone tar i s t '  economic model s .  On thi s as sumption there 
could be no unemployment : wages would ad just downward s to equate 
urban demand for labour with the supply of  labour from villages .  
I f  t h e r e  w e r e  e x c e s s i v e  n e t  f o r e i g n  b o r r o w i ng , d o m e s t i c 
ex pend i t ure  c o u l d  b e  r e d u c e d  to r e s t o r e e x t e r na l  b a l anc e .  Thi s 
would reduce employment in indus tries produc ing non-tradable s ,  and 
wage s would f a l l  to r e s t o r e in t e rna l b a l an c e . In t hi s mod e l , 
i n f l a t i on in int erna t i o n a l  p r i c e s  f o r  t r a d ab l e s  a t  a f ixed 
exchang e rate i s  t r an s m i t ted ful l y  t o  wage s and non- t r ad ab l e  
prices : with real dome s t ic expend iture constant , the increase in 
tradables'  pr ices lead s to increased demand for non-tradables and 
l ab o ur , un t i l  t he o l d  r e l a t ive p r i c e s  a r e  r e -e s t a b l i s hed . An 
increase in the pr ice of tradables relat ive to non-tradables  and 
wages could serve the obj ec t ive of res toring external balance when 
ne t foreign borro wing was exce ssive , but only temporar ily.  The 
i nc r e a s e  in d o m e s t i c  pr i c e s  a s s o c i a t e d  w i t h  t hi s  a t t em p t a t  
' swi tching' would reduce the real value of  money balanc es held by 
ind ividuals and firm s .  In response , individuals and firms would 
b e  l i ke l y  to r e d u c e  expend i t ure and inc r e a s e  sav ing s un t i l  the 
real value of their money balance s had been restored. The lower 
real expend iture during the adj us t ment period would improve the 
t r a d e  b a l anc e and g e n e r a t e a o nc e- f o r - a l l  i nc r e a s e i n  r e s e rv e s .  
The r e  c o u l d  only b e  a p e r m anent i m pro v e m en t  i n  t he b a l anc e o f  
paymen t s  i f  m e a s ur e s  were  taken t o  r ed u c e  r e a l  expend i t ure 
permanently . 
If real wages were rigid at exces sively high l evel s ,  macro­
economic pol icy could do l i t tle to achieve internal balance beyond 
the raising of expend i ture to the maximum level s  consi stent with 
ext ernal balance , and the es tabli shment of  an effic ient al locat ion 
o f  re sour c e s .  In one way , thi s m ake s t he mod e l  w i th r i g i d r e a l  
4 .  ( cont inued)  
a s m a l l  o p en economy , s e e  W .E . G.  S a l t e r , ' In t e r n a l  and ext ernal  
b a l anc e : t he ro l e  o f  pr i c e  and expend i t ur e e f f e c t s ' , E c o no m i c  
Re c o r d , 3 5  ( Aug u s t 1 9 5 9 ) , p p . 2 2 6 - 3 8  and W . M .  C o r d e n , I n f l a t i o n ,  
Exchang e Ra t e s  and the W o r l d  E c o no my , Ox f o rd , Clarendon Press , 
1 9 7 7 .  For an ada p t a t ion to c h a r a c t e r i s t i c s  o f  t he M e l ane s i an 
environment see 'A theo ry of macro-economic pol icy in a small open 
d ev e l o p i ng c o un t r y' i n  Ro s s  G a r n a u t  ( e d . ) , M a c r o - E c o n o m i c  
Policy i n  a Small Developing Country : Theory and The Papua New 
Gu inea Expe r i ence , I A S E R  M o n o g r a p h S e r i e s ,  P o r t  M o r e s b y , 
fo rthcoming . 
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wages similar t o  the model with completely flexible real wages :  
in the l a t t e r , the r e  i s  no need f o r  governmen t  t o  c onc ern i t s e l f 
with internal balance because i t  i s  achieved automa tically ; in the 
other , there i s  limited point in government conc erning i t sel f wi th 
internal balance because , while the real wage rigidity persis t s ,  
i t  i s  una t t a inab l e .  I n  thi s m od e l , a n  a t t e m p t  t o  inc r e a s e  the 
p r i c e  o f  t r a d a b l e s  r e l a t i v e  t o  n o n - t r a d a b l e s  t o  p r o m o t e  
' swi tching ' i s  defeated by the real wage r igidity,  whi ch transmits 
t r ad abl e s '  pr i c e  inc r e a s e s  t o  no n- t r ad abl e s .  Ho wev e r , i f  wag e s  
ad j us t  t o  p r i c e s  onl y a f t e r  a l ag , t he r e  m ay b e  s o m e  t e m p o r a r y  
ga in to i n t ernal b a l ance a f t e r  a n  i nc r e a s e in t he pr i c e  o f  
tradables . 
I f  mone y wag e s  w e r e  r i g i d  but r e a l  w a g e s  f l ex i b l e  - an 
a s s um p t i o n  of ' Ke yne s i an'  e c o nom i c  mo d e l s - t hen une m p l o y m e n t  
could b e  present , and ' swi tching '  policies would b e  available to 
aid in i t s  removal . ' Swi tching' policies may al so contribute to 
r e d uc t i o n  o f  e x t e r n a l  i m b a l an c e .  Ho wever , i t  i s  r a r e  and 
f o r t ui t o u s  f o r  ' s w i t c hi n g '  pol i c i e s  al one to be abl e to achi eve 
b o t h  i n t e r n a l  and e x t e r n a l  b a l a n c e .  A s e c o n d i n s t r u m e n t , 
expenditure pol icy , i s  required as well i f  · cer tain progress i s  to 
be made to ward s both objec tive s .  
T h e  ' e l a s t i c i t i e s  a p p r o a c h '  t o  b a l a n c e  o f  pa y m e n t s 
adjus tment , which was popular among st econom i s t s  in the 1 950s and 
still survives in some textbooks , relies on ' swi tching ' pol icies 
alone. To thi s extent , and al so because i t  overlooked the feedback 
of tradables'  pr ice changes into non-tradable pric es , it has been 
discredited . 
Le t u s  s a y  t ha t  t h e r e  i s  i n t ernal b a l ance and exc e s s i v e  ne t 
f o r e ign b o r ro wing . Expend i t ur e r e d uc t i o n  i s  ne c e s s a r y  f o r  
external balance.  Thi s causes unemployment , which can b e  removed 
by rai sing the price of tradables relative to non-tradables ,  tha t 
i s  by ' s wi tching'  pol ic ies.  Some combinat ion of expendi ture and 
' s w i t c hing ' po l i c i e s  c an r e s t o r e in t e rnal and ex t e r na l  bal anc e 
s i mul t an eous l y .  B e c a u s e  o f  i t s  enc o u r a g e m e n t  o f  t r adab l e s '  
prod uction from resources that would otherwise b e  unemployed , and 
i t s  di scouragement of  tradables'  consumption , the simul taneous use 
of  ' swi tching ' policies reduces the extent of  the real expend iture 
reduc tion nece s sary to re s tore external balance.  
If there were unemployment and external balance ,  the rai sing 
o f  t he pr i c e  o f  t r a d a bl e s  r e l a t ive to no n - t r a d ab l e s ,  and in t he 
pro c e s s  r e d uc ing real  wage s ,  would move the ec ono m y  t o ward s 
internal balance.  At the same time , the ' swi tching' would lead to 
som e inc r e a s e  in the t r a d e  sur p l us . Thi s wo uld a l l o w  t he 
authorities to increase real domes tic expenditure wi thout rai sing 
ne t foreign borro wing to excessive level s .  The increase in real 
expend i t ure would r a i s e  d e mand fo r l abour at any g i ven l ev e l  o f  
r e a l  wag e s , and s o  r ed u c e  the ex t e n t  o f  r ed uc t i o n  o f  r e a l  wag e s  
that was necessary for internal balance. Again, simul taneous use 
o f  ' s wi t ch i ng ' and expend i t ure po l i c i e s  a i d s t he proc e s s  o f  
adjus tment . 
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There is  no conf lict between price stab i l i ty and other macro­
economic objec t ive s in the flexible wages model - the price level 
is  determ ined by the exchange rate and the level of real domestic 
expend i t ur e , and chang e s in av e r a g e  d om e s t i c pr i c e s  a s s o c i a t ed 
wi th c hang e s  in the l a t t e r  c an b e  o f f s e t  b y  c hang e s  in the 
exc hang e r a t e .  I f  r e a l  wag e s  w e r e  r i g i d , a government  m i g h t  a s  
wel l  seek price stab i l i ty through ad j us t ments  in the exchange rate 
to remove the effec t s  of  interna t ional inflat ion , because there is 
no pro s pe c t of s e c u r i ng pe r m anen t b ene f i t s  f r o m  ' s wi t c hi n g '  
pol ic i e s .  But wi t h  r i g i d  money w ag e s  a n d  f l ex i b l e  r e a l  wage s ,  
' swi tching ' induced by raising the price of  tradables relative to 
f i xed money w a g e s  c an in s om e  c i r c um s t anc e s  i m p r ove e c o nom i c  
per formance , and mus t inevi tably cause some inf lation. 
So far we have exp l o r ed t he i m p l i c a t i o n s  of a num b e r  o f  
ex t r e m e  a s s um p t i o n s  about e c o no m ic ins t i t u t i o n s .  In p r ac t i c e , 
pr ices and wage s are l ikely to be nei ther fully flexible nor fully 
rigid , but rather placed at var ious points in between . Some non­
t r ad a b l e s '  pr i c e s  m i g h t  be f a i r l y  f l ex i b l e  ( m o s t  f r e sh p r oduce 
sold in  marke t s ) , other s  flexible but only after fairly long time­
l a g s  ( ho u s e  r en t s ) , and o t he r s  f a i r l y  r i g i d  ( wa g e s  and no n­
t r a d ab l e  good s and s e rv i c e s  pro d uc e d  m a i n l y  w i t h  l o c a l  wage 
labour in recent years in Papua New Guinea) . 
A note on the effects of one s t rong export sector 
There has been much di scus s ion in m ineral-exporting countries 
of t he e f f e c t s  of r a p i d  gro w t h  in one expo r t  indus t r y  or s e c t o r  
(pet roleum o r  minerals) o n  out put and employment i n  o ther sec tors ,  
and i n  t he e c ono m y  a s  a who l e . S D o e s  the ana l y s i s pr e s en t ed in 
t h i s c ha p t e r need  t o  b e  m o d i f i ed f o r  a p p l i c a t ion t o  a m in e r a l­
exporting economy like Papua New Guinea ? 
The s i m p l e  answer i s  ' no ' , a l though t h e r e can b e  i m po r t a n t  
prob l em s  o f  a d j us t m en t  to r a p i d  g r o w t h  in m in e r a l  expo r t s  t ha t  
complicate mac ro-econom ic management . 
Let us say that there is internal and external balance , when 
suddenly there is a billion do llar inve s tment in a m ine , financed 
by c a p i t a l  in f l o w ,  and a l i t t l e  whi l e  l a t e r  a b i l l i o n  d o l l ar s a 
5 .  S e e , f o r  exam p l e ,  Ro s s  Gar naut , ' Re s o u r c e  t r ad e  and the 
development process  in develo ping countr ies'  in Lawrence B. Krause 
and Hugh Pa t r i c k  ( ed s .) , M i n e r a l  Re s our c e s  in the Pacific  Area , 
San Franci sco , Federal Re serve Bank of San Franc i sco , 1 97 8 ;  Pe ter 
Mc ca w l e y , ' S t ab i l i t y ,  e qui t y ,  g r o w t h  and d e v a l ua t i o n : a n e w  
d i r e c t i on f o r  Re pe l i  t a  I I I ' , in Ro s s  Ga rnaut  a n d  Pe t er Mc C a w l e y  
( e d s . ) , I n d o n e s i a :  D u a l i s m ,  G r o w t h  a n d  Pove r ty , Canb e r r a  
Au s t r a l i an Na t i o n a l  Un iver s i t y ,  1 9 8 0 ,  p p . 5 3 9 - 5 4 ;  W . M.  C o rd en ,  
'Exchang e r a t e  po l i c y  and the r e s o ur c e s  b o om ' , E c o no m i c  Re c o rd , 
vol.58 (March 1 9 8 2 ) , p p . 1 8 - 3 1 .  
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year increase in mineral export s .  The m ine uses some local labour 
in const ruc tion and product ion , but all other input s are imported . 
The governmen t taxes per sonal and corporate incomes .  
There i s  an increase i n  demand for labour , which rai ses wages 
and the prices of  non-tradables.  The expendi ture of  the increa sed 
labour inc o m e s  fur t he r  r a i s e s  wa g e s  and no n- t r ad ab l e s '  p r i c e s . 
The high e r l abour incom e s  r a i s e  g overnm e n t  r eve nue s .  The t r ade 
balance moves into defic i t , both because imports  are required in 
cons truc tion, and because tradables'  consumpt ion has increased and 
pro d u c t i o n  ha s fa l l en a s  a r e s u l t  o f  t he inc r e a s e  in d e m and f o r  
l ab o ur . T h e  ov e r a l l  b a l anc e o f  payment s m ov e s  i n t o s u r p l us , t o  
the extent that the increase i n  domestic incomes and government 
revenue i s  saved rather than s pent .  The payment s surplus is  equal 
in amount to the difference between the one billion dollar capi tal 
inflow on the one hand , and the increase in imports  plus reduc t ion 
in t r ad i t i o na l  ex po r t s  on t he o t he r .  The inc r e a s e d  bal anc e o f  
paym en t s  s u r p l u s  a l l o w s  a n  i nc r e a s e  i n  d o m e s t i c expend i t ure 
consi stently with external balance ;  to the extent tha t government 
use s thi s opportuni ty to expand expendi ture , there will be further 
inc r e a s e s  in d e m and f o r  l abour and in wag e s  and non- t radab l e s '  
pr ices . 
The higher wages and non-tradab l e s '  pr i c e s  c a u s e  p r oduc t i o n  
in s o m e  expo r t  a n d  i m po r t - c o m p e t i ng ind us t r i e s  t o  b e c o m e l e s s  
pro fi table.  Produc ers in the se indus tries may reduce output , and 
pe rhaps  s e ek g ov e r nm en t  a s s i s t an c e  to m a i n t a in out put . The 
' r e s o u r c e s  b o o m '  ha s hur t t hem , even i f  i t  r a i s e s  t he incom e s  o r  
services avai lable t o  o the rs i n  the economy. 
When cons truc t ion cea ses and m i n e r a l  produc t i o n  c o m m ence s ,  
the same basic analys i s  i s  applicable . There may be less direc t 
d e m and f o r  l abour a t  t h e  m ine , and mo r e  g overnment r evenue . I f  
the government spend s the inc reased revenue the to tal demand for 
no n- t r ad a b l e s  and l abour m a y  be l e s s  t han , e q ual to or g r e a t e r 
t han in the c o n s t r u c t i o n  pha s e .  I f  i t  i s  g r e a t e r , f ur ther  
adjus tments of  the type exper i e nced dur i ng c o n s t r uc t i on will  be 
r e qu i r ed . If it is l e s s , wages mus t f a l l , and t r ad i t ional  
t r ad a bl e s '  produc t i on ha s s o m e  o f  i t s  e a r l i er pro f i t a b i l i t y 
r e s t o r ed . Mac ro - e c o no m i c prob l e m s  per s i s t onl y i f  d e m and f o r  
l abour f a l l s  a n d  wag e s  b e c om e  r i g id a t  t he h i g h  l ev e l s  o f  t he 
const ruc tion boom . 
The consequences o f  m ine development would be d i f ferent i f  
real wages were r igid and there were extens ive unemployment prior 
to cons truction. Mine development , and the incr eases in domest ic 
expendi ture tha t  i t  allows , reduces unemploym ent .  Non-tradables'  
produc t i o n  inc r e a s e s ;  non- t r ad a b l es comprising mainly labour do 
no t increase in pr ic e ,  but non-tradables which require some inputs 
in inel a s t i c  s up p l y  ( s ay , urban l and , or urban s e rv i c e s )  b e c o m e  
m o r e  expen s i v e .  I f  t he i nc r e a s e  in t o t a l d e m and f o r  l abour i s  
insuf fic ient t o  restore full employment , real wages d o  no t rise , 
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and t he pro f i tability o f  and produc tion in establi shed tradables' 
ind us t r i e s  i s  a f f ec t e d  onl y t o  t he ex t e n t  t ha t  the s e  ind us t r i e s  
use non-tradable good s and services which are i n  inelas t ic supply . 
Many m e mber s o f  t he c om m un i t y  ( in c l ud i ng bene f i c i a r i e s  o f  
government servic es)  are bet ter o f f .  The only obvious loser s are 
l a r g e  u s e r s  o f  non- t r ad a b l e  good s and s e rv i c e s  wh i c h  have 
inc r e a s e d in pr i c e .  In t he s e  c i r c um s t a nc e s , t he r e  w i l l  be f e w  
complaint s about the macro-econom ic impac t of  m ining . 
In prac tice in Papua New Guinea , unemployment o f  r ela tively 
un ski l l ed l abour ex i s t s a l ong s i d e  s ho r t a g e s  of s ki l l ed labour . 
Inc r e a s e d d o m e s t i c  d e m and f o r  s k i l l e d l abour b i d s  up i t s  p r i c e , 
and r a i s e s  the  c o s t s  and r e d uc e s  t he pro f i t ab i l i t y o f  o th e r  
industries which use skil led labour . But large excess  supply of  
relativel y unski lled labour means tha t there would be no marke t­
place pres sures for increases  in these wages .  Thi s  ensures that 
t he adv e r s e  ef f e e t of m ine d ev e l o pm en t  on o th e r  indus t r i e s ,  and 
especially on labour- intens ive industries , i s  smal l .  
Gen e r a l i z ing on t h e  i s s ue s r a i s e d  in thi s c o nc l ud i ng no t e , 
ris ing wages and price s o f  non- tradable s rela t ive to the average 
price level are symbol s  of good economic per formance , so long as 
they a r e  t he p r oduc t o f  s t r ong d e m and f o r  l abour at f u l l  
e m p l o ym ent and wi t h  a sound bal anc e o f  paym en t s .  Whi l e  r i s i ng 
wages can damage establi shed tradable good s indus trie s , thi s cost  
to  s o m e is  o ut w e i g hed by t he wider  ben e f i t s .  Ho wev e r , p r ob l e m s  
e m e r g e  when t he s u r g e  in dom e s t i c  d e m and i s  t em po r a r y , even i f  
wages are flexible downward , and especially i f  wages are fixed at 
the high levels reached at the he ight of  a temporary boom. 
Chapter 6 
Review of growth performance and policy 
Cri tics  of the macro-economic policies adopted by the Papua 
Ne w Gu inea Gov ernment s i nce  Ind e pend enc e , and par t i c u l a r l y  t he 
'hard kina s t r a t e g y ' , have r e l i e d  heav i l y  upon t he na t i o na l  
account s aggrega tes ( and i n  par t icular the GDP e s timates)  t o  argue 
t ha t econo m i c pe r f o r m an c e  s i n c e  Ind e pend enc e ha s b e en poo r .  
Unfo r t una t e l y , da t a  l i m i ta t i o n s  ( fo r  exam p l e  t he ab s e n c e  o f  
rel iable produc tion stati stics  for the main produc ing sectors or 
employment stati s t i c s  o f  the urban and rural non-village sectors 
of  the economy) mean tha t  the o f fi c ial nat ional accounts  est imates 
canno t be rel ied upon to settle thi s  i s sue .  Thi s chapter exam ine s 
the l a t e s t  avai l ab l e  ev i d enc e o n  t he g r o w t h  p e r f o r m an c e  o f  t he 
economy as a whole and of some impor tant sec tors since 1 97 5 .  
National aggregates 
Tab l e  6 . 1  p r e s e n t s  t he Na t i o na l  S t a t i s t i c a l  O f f i c e ' s  GDP 
(marke t  component , cons tant prices) data for the period from 1 9 75-
76 to 1 98 1 .  The se data ind icate tha t output fel l  substantially 
in t he m i d - s ev en t i e s  und e r t he i n f luenc e of t he wo r ld r e c e s s i on 
and the uncer tainties o f  pol i t ical transi tion. There was a return 
to g ro w t h  in t he t wo ye a r s  1 9 7 8  and 1 9 7 9 ,  and s t agna t i ng o r  
slight ly decl ining out put after tha t .  
Mo r e  r e c en t  anal y s i s o f  t he na t ional ac c o un t s  a g g r e g a t e s  
und er taken a s  pa r t  o f  thi s s t ud y s ugge s t  t ha t  t h e  o f f i c i al 
na t ional account s series may have pre sented an overly pe s simi s tic 
v i e w .  Th i s  r e - w o rking o f  t he na t i o nal accoun t s  agg r ega t e s  ha s 
been ba sed upon work under taken as par t o f  the prepara tion of the 
1 9 7 2 - 7 3  and 1 9 7 6 - 7 7 input -out put m a t r i c e s . 1 In each o f  t hese 
reports Baxter has re ferred to inconsi s tenc ies within the o f fic ial 
na t i o na l  a c c o un t s  s e r i e s  and to com ponen t s  o f  the GDP e s t i m a t e s  
which he bel ieve s have been incorrectly e s tima ted.  In part icular 
Bax t e r  ha s r e f e r r ed t o  s i gn i f i c an t  d i f f e r enc e s  b e t w e e n  the 
e s t ima tes prepared as par t  of  the input-output analysi s  and those 
1. See P.F. Baxter , An Input-Output Matrix for Papua New Guinea 
1972-7 3 ,  Bo roko , IASER, 1 97 7 ;  An Inpu t - O u t pu t  Ma t r i x  f o r  P a pua 
New Guinea 1 9 7 6-7 7 ,  Waigani , National Planning Office and National 
Statis tical Office , 1 9 8 2 .  
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prepared for the o f f i c i a l  GDP e s t i m a t e s  for pr i v a t e  f in a l  
c o n s um p t ion expend i t u r e , chang e s  in s t o c k s  a n d  c om pen s a t ion o f  
employee s .  
197 5-7 6 
1 9 7 7  
1 9 7 8  
197 9 
1 9 80 
198 1  
Source : 
Table 6 . 1  
Gros s  domestic produc t - marke t component 
( cons tant prices 1 9 7 7  = 1 00 )  
K million Annual rate of  growth 
% 
1 1 49 . 2 
1 1 29 . 1  -1 . 7  ( 1 9 7  5 / 76-1977 ) 
1 2 2 1 . 4  8 . 2  
1 249 . 3  2 . 3  
1 2 2 6 . 4  - 1 . 8  
1 2 2 6 . 7  o . o 
Na t i o n a l S t a t i s t i c a l O f f i c e , N a t i o n a l A c c o u n t s  
S t a t i s t i c s , Bul l e t in No . 1 5  and e a r l i e r i s s ue s .  A 
number of revis ions were made to the national accounts 
e s t i m a t e s  inc l ud ed in Bul l e t in No . 1 5 ,  a l t hough 
revisions were no t carr ied back to the estimates prior 
to 1 97 8. For the purposes of  thi s study,  the es timates 
prior to 1 9 7 8  were revi sed to bring them into line with 
the current offic ial series . 
The re sul t ing revi sions of the o f fic ial series recommended 
by Baxter for the years since Indpend ence are presented in Table 
6 . 2 .  
197 5-76 
1 9 7 7  
1 97 8  
1979  
1 980 
198 1  
Table 6 . 2 
Revised gro s s  domestic  product - marke t component 
( constant prices 1 9 7 7 = 1 00 )  
K million 
1 206 . 5  
1 1 80 . 3 
1307 . 2 
1 387 . 7  
1 3 7 8 . 7  
1 3 2 7  . 8  
Annual rate o f  growth 
% 
-2 . 2  ( 1 97 5 / 7 6- 1 97 7 ) 
1 0 . 8  
6 . 2  
-0 . 6  
-3 . 7  
Sources : P . F .  Bax t e r , Inpu t - O u t p u t  Ma trix for Papua New Guinea 
1 9 7 2 - 7 3  and 1 9 7 6 - 7 7  ( s e e  f o o t no t e 1 )  and autho r s '  o wn 
est imates . 
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The r ev i s e d e s t i m a t e s  r e c o rd much t he s a m e  g ro w t h  i n  r e a l  
output following the commencement of  the BCL copper mining and the 
decline in output in the mid-seventies as is sho wn in the o f fic ial 
s e r i e s .  Ho wev e r , whi l e  t he o f f i c i al s e r i e s  r e c o rd t ha t  GDP w a s  
8 . 7  p e r  c e n t  h i g he r  in 1 9 7 9  t han in 1 9 7 5 - 7 6 ,  t he r ev i s e d  s e r i e s  
s ugge s t s  t h a t  r e a l  GDP w a s  1 5  p e r  c en t  higher a t  t h e  end o f  t he 
s e v en t i e s  than a t  m one t a r y  inde pend enc e .  The r ev i s e d  s e r i e s  
r ec o rd s a wo r s e d o wn t ur n  i n  r e a l  e c o nom i c  ac t iv i t y  s i nc e 1 9 7 9 .  
Fo r 1 9 8 1 , i t  r e c o rd s  a 3 . 7  p e r  c e n t  d e c l ine , wh i c h  c o m pa r e s  w i t h  
t h e s t a g n a n t o u t p u t  r e c o r d e d i n  t h e  o f f i c i a l s e r i e s . 
Nev e r t he l e s s ,  the r ev i s e d  v a l ue f o r  r e a l  GDP i n  1 9 8 1  i s  1 0  p e r  
c ent higher t han i n  1 9 7 5 - 7 6 ,  c om par ed t o  t h e  6 . 7 p e r  c e n t  
increase recorded i n  the official ser ies . 
B e i ng a wa r e  o f  t he we akne s s e s  o f  t he d a t a , we a r e  l o a t h  to  
lean too heavily even on the revised national account s ,  al though 
t he y  a r e  c l e a r l y  s u pe r i o r  to t he o f f i c i a l d a t a .  As ob s e rved in 
Chapter 3 ,  the se measures of aggregate growth are dom inated by the 
publ i c  s e c t o r  and t he Boug a i nv i l l e  m i ne . One o f  t he se w a s  
s t agnan t a s  a r e s u l t  o f  d e c l i n i ng Au s t r a l i an a i d ; the o t he r was 
d e c l i n i ng as  m i n e r a l  ore g r ad e s  f e l l .  . I t  i s  i n s t r uc t ive to  
examine the gro wth that was occurring el sewhere in the economy. 
Sec toral growth 
D i s a gg r e g a t e d  GDP e s t i m a t e s  a t  s e c t o r a l  l e v e l  a r e  no t 
av a i l ab l e  f o r  mo s t  o f  t he p e r i o d  und er r ev i e w .  S i m i l a r l y  t he 
ava i l ab i l i t y o f  s e c t o r a l  pr o d uc t i o n  s t a t i s t i c s  i s  l i m i t e d  and 
t h e r e  a r e  probl em s in t he i n t e r pr e t a t i o n  of t ho se t h a t  exi s t .  
Never theless  some guarded conclus ions can be drawn from data for 
the exporting indus tries and manufac turing , and less  reliably for 
a few other par t s  o f  the economy. 
Exports 
Table 6 .3 pre sent s  expor t  value s for 1975 to 1 98 1 .  Papua New 
Gu ine a ' s expo r t  v o l um e s  over t he s a m e  per i od are pr e s en t ed in 
Tab l e  6 . 4 .  The ind ex f o r  to t a l  ex po r t s  m a sks the g ro w t h  in non­
mining exports  in the early years following Inde pendence. Exports 
ex c l ud i ng copper c o nc en t r a t e g r e w  b y  2 0 . 6  p e r  c en t  in 1 9 7 6 ,  f e l l  
i n  1 97 7  ( par tly i n  res ponse to co ffee s tockpiling for coffee quo ta 
al l o c a t i o n  pur po s e s ) , and then inc r e a s e d  to ab out  6 . 6  p e r  cent  
above t he h i gh 1 9 7 6  l ev el i n  1 9 8 0 .  Some a g r i c u l t ur al s e a sons  
have b e en b e t t e r  than o t he r s : 1 9 8 1  w a s  poo r ,  but c o m pa r i s o n  o f  
t he f i r s t  s i x  m o n t h s  o f  1 9 8 2  w i t h  t he c o r r e s po nd ing p e r i od o f  
e ar l i e r  ye ar s sug g e s t e d tha t ag r i c ul t u r a l  expo r t s  i n  tha t ye ar 
wo uld b e  much higher t han in any e a r l i e r year ( Tabl e s  6 . 3  and 
6 . 4 ) . 
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Copper concentrate 
Volume ' 000 tonnes 
Value K' OOO 
Alluvial gold 
VolUD.e ' OOOgm 
Value K ' OOO 
Coffee 
Volume ' 000 tonnes 
Value K' OOO 
Cocoa 
Volume ' 000 tonnes 
Value K' OOO 
Copra 
Volume ' OOO tonnes 
Value K ' OOO 
Copra oil 
Volume ' 000 tonnes 
Value K ' OOO 
Fish a 
Volume ' 000 tonnes 
Value K ' OOO 
Palm oil 
Volume ' 000 tonnes 
Value K' OOO 
Tea 
Volume ' OOO tonnes 
Value K ' OOO 
Rubber 
Volume ' OOO tonnes 
Value K' OOO 
Timber productsb 
Value K ' OOO 
Other 
Value K ' OOO 
Total value K' OOO 
Table 6 . J  
Exports of major c0111111oditie s , 1975 - 82 
1975 1976 1977 1978 1 97 9  1 980 1 981 1 981 1982 
Jan-June Jan-June 
586 . 9  605 . 8  614 . 8  640 . 9  586 . 5  494 . 4  587 . 0  286 . 1  259 . 6  
184800 205300 200600 222900 338900 334500 295000 148333 120630 
763 . 7  981 . 2  104 5 . 2  1099 . 5  939 . 2  995 . 4  1044 . 0  
2738 2245 2184 2623 4 1 4 1  7811 7 1 3 2  n . a  • n . a • 
36 . 9  48 . 1  37 . 0  46 . 1  49 . 6  5 1 . 0  
34900 100160 143441 107225 125275 1 18681 
30 . 6  31 . 3  29 . 4  21 . 1  27 . 1  28 . 7  
28082 39137 86349 62955 59954 46424 
91 . 7  85 . 7  87 . 7  92 . 2  105 . 3  91 . 7  
1 5869 12133 22960 23023 43649 24737 
28 . 2  25 . 5  29 . 7  29 . 1  34 . 4  33 . 6  
9113  8210 12578 12449 23445 14850 
1 3 . 4  
5037 
23 . 8  
6410 
4. 7 
4124 
5 . 5  
2609 
14439 
33 . 2  
16602 
27 . 3  
6776 
5 , 5  
5118 
4 .  7 
3010 
22780 
5765 
24 . 6  
19080 
24 . 5  
8582 
6 . 2  
9765 
4 . 2  
2896 
23383 
7 1 1 2  
46 . 5  
24587 
28 . 4  
10483 
7 . 0 
7835 
4 . 1  
2630 
24970 
28 . 4  
21852 
30 . 9  
14441 
7 . o  
7 982 
4 . 0  
3497 
35903 
7077 
3 5 . 8  
32762 
37 , 3  
13385 
7 , 9 
8499 
4 . 0  
3752 
47404 
46 . 4  
73609 
27 .8 
34051 
101 . 9  
20144 
30 . 1  
10529 
21 . 0  
23970 
35 . 7 
11455 
1 1 . 3  
7 348 
4 . 4  
3729 
43402 
1 1 7 38 
17 . 2  
30358 
7 . 9 
9515 
52 . 2  
10600 
12 . 5  
4335 
1 1 . 7  
11983 
1 6 . 5  
5385 
3 , 9  
4003 
2 . 3  
1 942 
21882 
1 7 . 4  
33385 
1 3 . 5  
16443 
38 . 9  
7085 
1 9 . 3  
6466 
2 . 1  
4059 
46 . 0  
13793 
3 . 1  
3223 
1 . 2  
822 
23852 
(excluding re-exports)  317724 427236 538930 510158 686116 661485 542107 257958 223861 
a 
b 
Sources : 
Covers barramund i ,  crayfish ,  prawns and katsobushi . 
Logs , lumber , plywood and woodchips . 
National Statist ical Office , Bank of Papua New Guinea and Bougainville Copper .  
N e a r l y  5 5  p e r  c e n t  o f  e x p o r t s  w e r e  d e r i v e d  f r o m  t h e 
Bougainville m ine in 1 98 1 .  The value o f  mining output is  largely 
d e t erm ined b y  t he r a t e at which B CL i s  a b l e  to  ex t r a c t o r e , t he 
m e t a l  c on t e n t  o f  t he o r e  and the wo r l d  m ar ke t v a l ue o f  t he 
pr i nc i p al c om ponen t s  o f  co pper  c o n c en t r a t e  ( c o p per and g o l d ) . 
Out put f r o m  the m in e  r e ached i t s  m ax i m um level  in 1 9 7 8 when 
6 4 1 , 0 0 0  tonne s of c o pper  c o nc en t r a t e w e r e  expo r t ed . Out p u t  
dec l ined by 2 3  p e r  c en t  in the nex t t w o  ye ar s .  Thi s  f a l l  wa s 
ent irely the re sult of reduced metal content of ore. Par t of  t hi s  
d e c l ine h a d  b e e n  an t i c i pa t e d , b u t  pa r t  wa s a s s o c i a t e d  wi t h  a 
downward reasses sment o f  the grade of the remaining ore body. By 
inc reas ing its  throughput of ore , BCL subsequently increased its  
1 9 7 5  
1 9 7 6  
1 9 7 7  
1 97 8  
1 9 7 9  
1 980 
198 1 
1 982a 
a 
Sources : 
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Table 6 . 4  
Papua New Guinea exports  - quant i ty index 
( 19 7 5  = 1 00 )  
To t a l  ex po r t s  
1 00 . 0  
109 . 4  
99 . 1  
1 1 1 . 1  
1 04 . 1  
1 00 . 2  
1 05 . 1  
106 . 5  
Ba s e d  o n  t h e  f i r s t  
correspond ing period 
Excluding copper 
concentra te 
1 00 . 0  
1 2 0 . 6  
106 . 0  
1 2 1 . 4  
1 2 2 . 9  
1 28 . 6  
1 2 1 . 3  
1 3 6 . 3  
s i x m o n t h s  d a t a , 
of 1 98 1 .  
Na t i o n a l  S t a t i s t i c a l  O f f i c e  a n d  
calculations . 
Agricul tural 
produc t s  
100 . 0  
1 1 2 . 7 
99 . 3  
109 . 3  
1 1 6 . 1  
1 1 8 . 2  
1 1 5 . 3  
1 40 . 6  
c om pa r ed w i t h  
a u t h o r s '  o w n 
export o f  copper concentrate to 587 , 000 tonne s in 1 9 8 1 .  Ho wever , 
d e c l ine s in the wo r l d  pr i c e  f o r  c o pp e r  and g o l d  r e s ul ted  in a 1 2  
p e r  c en t  d e c l ine i n  expo r t  i nc o m e  t o  K2 9 5  m i l l i on i n  1 9 8 1 .  The 
f i r s t  six m o n t h s  of 1 9 8 2  s a w  a fur ther d e c l i n e  in c onc e n t r a t e  
produc t i on.  To g e t he r  w i t h  l o w e r  m e t al p r i c e s , t hi s  c a u s ed a 1 9  
per cent fall i n  the value of  BCL exports  from the corresponding 
per iod in 1 98 1 .  
Am ong s t  non-m in e r a l  expo r t s ,  t i mb e r  l og s , p a l m  o i l , and , 
less strongly , coffee , have seen the large s t  volume increases over 
the pe r i o d  und e r  r e v i e w .  O t he r  produc t s  have r e m a ined fa i r l y  
s t a t i c o r , a s  w i th f i sh ,  s a wn t i m b e r  and wood c hi p s , g r e w u p  t o  
1 9 8 0  b u t  d e c l ined a f t e r  tha t .  Par t o f  thi s d e c l ine i n  o ut put in 
1 98 1  re flec t s  the downturn in prices for most produc ts  and par tly 
reflec t s  a poo r season for some cash crops . Improved technique s 
a nd t h e f r u i t s  o f  p a s t  i nv e s t m e n t  c a u s e d p r o d u c t i o n  o f  
a g r i c u l t u r a l  e x p o r t  c r o p s  ( e s p e c i a l l y  p a l m  o i l )  t o  b e  
exceptionally high despite low pr ice s in the first hal f of  1 982.  
Export pr ices have varied widely over the period since 1975  
( T a b l e  6 . 5 ) .  The  expo r t  pr i c e  index for  all  g ro u p s  o t h er than 
coppe r c onc en t r a t e  inc r e a s e d  in late  1 9 7 6 and  dur ing 1 9 7 7  and 
decl ined dur ing late 1 9 7 7  and early 1 978 .  Mo st pr ices again rose 
during 1 9 7 9  but decl ined sharply from 1 980.  The decl ine in copra 
and c o conut o i l  p r i c e s  s i nce t he peaks in m i d- 1 9 7 9  have b e en 
par ticularly marked . At the same time , fai lure to replant coconut 
°' 
0 
Table 6 . 5  
Export price indexes 
�I9?5 ... 100) 
Combined index Connnodity group indexes 
All All groups Fish, crust- Coffee Cocoa Tea Copra Crude Timber Copper Palm Copra 
groups other than aceans and beans beans rubber cone en- oil oil 
copper molluscs ( unroasted) ( raw or natural trate 
roasted) 
Weight % 100 . 0  29 . 206 1 . 931 9 . 691 4 . 672 0 . 848 3 . 353 0 . 828 3 . 452 70 . 794 0 . 475 2 . 064 
1975 100 . 0  100 . 0  100 . 0  100 . 0  100 . 0  100 . 0  100 . 0  100 . 0  100 . 0  100 . 0  100 . 0  100 . 0  
1976 122 . 7  140 . 0  138 . 3  202 . 8  137 . 0  103 . 5  85 . 2  150 . 3  109 . 3  112 . 6  90 . 9  100 . 4  
1977 162 . 8  256 . 0  193 . 0  408 . 1  308 . 6  181 . 0  156 . 3  175 . 2  135 . 9  108 . 4  128 . 0  130 . 0  
1978 144 . 0  202 . 0  163 . 8  271 . 2  256 . 0  129 . 2  146 . 2  159 . 9  134 . 6  110 . 2  134 . 4  136 . 3  
1979 194 . 9  227 . 1  183 . 4  268 . 4  233 . 7  133 . 7  247 . 1  218 . 2  191 . 4  176 . 3  153 . 4  201 . 4  
1980 202 . 6  204 . 7  227 . 5  261 . 7 177 . 0  123 . 2  161 . 7  234 . 2  224 . 7  201 . 7 128 . 4  149 . 2  
1981 165 . 6  155 . 8  211 . 2  176 . 0  133 . 1  118 . 1  112 . 7 185 . 3  207 . 0  171 . 6  118 . 4  111 . 8  
1982a 159 . 2  161 . 6  170 . 9  210 . 7  131 . 5  116 . 4  107 . 9  145 . 6  220 . 9  158 . 0  110 . 3  105 . 0  
a Average first six months . 
Source : National Statistical Office ( 1972-73 base year weights) . 
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dating back to t he 1 9 60s and the a s sociated senility o f  exi s t ing 
pa lm s ha s r e s u l t e d  in d e c l ine in the v a l ue o f  thi s indus t r y ' s 
p r oduc t i on b e l o w  t he l ev e l s  o f  t he e a r l y  s even t ie s .  W h i l e  pa l m  
oil prices a r e  al so well down o n  mid-1 9 7 9  level s ,  the investment 
in ne w o i l  palm e s t a t e s  t h a t  had b e en und e r t a ken dur i ng t he 
seven t i e s  h a s  r e s u l t e d  in r a pi d l y  i nc r e a s ing produc t i o n .  Ou t put 
levels for thi s industry are now e qual to tho se for copra oil and 
are expec ted to exceed tho se for copra in 1982 .  
There have b e en i m po r t an t  c hang e s  i n  r e c en t  ye ar s in t he 
r e l a t i ve i m po r t anc e o f  p l an t a t i o n  and smallho lder produc tion o f  
t he m a in a g r i c ul t ur al c ro p s .  Tabl e 6 . 6 pr e s en t s  b r o ad d a t a  t o  
demonstrate the se changes.  
1 9 74-75 
1975-7 6  
1 976-77  
1978  
1 97 9  
1 980 
Source : 
Table 6 . 6  
Sources of supply - principal expor t  crops 
{ per cent ) 
Copra Cocoa · Coffee Rubber 
L s L s L s L s 
5 9  4 1  60 40 29  71  95  5 
5 5  45  54  4 6  26  74  93  7 
5 6  4 4  5 5  4 5  2 9  7 1  86  1 4  
5 2  4 8  48  5 2  2 8  7 2  86 14 
5 1  4 9  4 6  54  3 6  6 4  87  1 3  
5 2  4 8  4 6  54 36 64 87 13 
L = Largeho ld ing s = Smallho lding 
Da t a  a r e  b a s ed on r e s ul t s  o f  Rur a l  Indus t r i e s  C e n s u s  
c o n d u c t e d b y  N a t i o n a l  S t a t i s t i c a l  O f f i c e  a n d  
i n f o rm a t i o n  o n  s m a l l h o l d e r  pr oduc t i on s uppl i ed b y  
Department o f  Primary Indus try.  
Whi l e  l i m i t e d  in i t s  c o v e r a g e , t he d a t a  d e mons t r a t e  a 
movement towards smal lholder ( which i s  all na tional) produc t ion in 
all indus t r ie s  except coffee . The acqui sition of large holding s 
by na t i o n a l  g ro u p s  and t he f l o a t i ng o f  c om pan i e s  i n  Papua Ne w 
Guinea with varying degrees of national ownershi p conceal the full 
ext en t  o f  t he g r o w t h  in t o t a l  produc t i on und e r  t he c o n t r o l  o f  
na t i o na l s .  Larg e r  d ec l i ne s i n  p l an t a t i o n  than in s m al l ho l d e r  
produc t i o n  o f  c o pr a  i n  r e s po n s e  t o  po o r  pr i c e s  in 1 9 8 1  a n d  1 9 8 2  
would have fur t h e r  inc r e a s e d  t h e  ex t e n t  o f  produc t i o n  und e r  
na t ional o wne r shi p .  T h e  d i f f er en t  pa t t e rn i n  c o f f e e  s e em s to  
reflec t decisions of many smal lholders to  reduce levels of  picking 
and to c o nc en t r a t e  m o r e  on s ub s i s t e nc e  g a r d e n s  when t he money 
returns from cash c ropping fell below som e thresho ld value s .  It 
s e em s a l s o  t o  r e f l e c t more in t en s ive use of l and re s o urc e s  on 
coffee planta tions following the period of high price s .  
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Produc t ion for domestic consumpt ion 
Agricul tural produc tion for domestic consumption ha s centred 
around food stuffs produced f o r  s a l e  t h rough l o c a l  m a r ke t s , s o m e  
g r a in c ro p s  f o r  hous eho ld a n d  c a t t l e  c on s um p t i o n , b e e f , po r k ,  
poul try and egg produc tion, more recently sugar cane for re fining 
in Papua New Guinea , and by f a r  the m o s t  i m po r t an t , s ub s i s t en c e  
food stuf f produc t ion f o r  own consum ption. 
Reg u l a r  s t a t i s t i c a l  d a t a  a r e  no t g a the r ed on p r o d uc t i o n  o f  
ag r i c ul t ur a l  produc t s  f o r  s a l e  t h r o u g h  l o c a l  m a r k e t s ,  o r  
pro d uc t i o n  f o r  o wn c on s um p t i o n ,  i n  e i ther r u r a l  o r  urban a r e a s .  
Ad hoe surveys have been undertaken of local produce sales through 
marke t s  and ' subsi stence' food produc tion in some areas . However , 
t h e  r e s ul t s  o f  t he s e a r e  no t in a f o rm wh i c h  a l l o w s  m e an i ng ful  
anal y s i s  and c om m en t . Nev e r t he l es s , informed estimates suggest  
t h a t  s a l e s  t h rough l o c a l  m a r ke t s  c u r r en t l y  amoun t  t o  abo u t  Kl OO 
m i l l i o n  p e r  ann um o r  u p  to 1 2  p e r  c e n t  o f  p r i v a t e  f i n a l  
c o n s um p t i on expend i t ur e .  The s e  s a l e s have g r o wn f a s t er t h an 
populat ion in the urban areas . Thi s  par tly re flec ts the growing 
p r o po r t i o n  o f  i nc om e  in t he hand s o f  n a t i o n a l s ,  who a r e  m o r e  
inc l ined t o  u s e  t he s e  food s and m a r ke t s .  The r e  ha s a l so b e en a n  
i nc r e a s e in t h e  num b e r  o f  f o r m a l  m arke t a r e a s  ( a s  w e l l  a s  
s t r e e t s i d e  b e t e l  nut and frui t se l l e r s )  a s  urban a r e a s  have 
ex pand ed and d e m and for  r e ad y  ac c e s s  to  t h i s  s e rv i c e  ha s 
inc reased . 
Mu c h  a n d  p r o b a b l y  t h e v a s t  m a j o r i t y  o f  t h e n a t i o n a l  
popula tion cont inue s to have acce s s  t o  land and there fore i s  able 
to  re turn to s ub s i s t e n c e  pr o d uc t i o n  when thi s i s  sug g e s t e d by 
econom ic circums tances.  Cer tainl y s o m e  s m a l l ho l d e r  c o f f e e  a nd 
c o p r a  produc e r s  have i n t e n s i f i e d cul t i v a t i o n  o f  s ub s i s t en c e  
g a r d en s  a t  the expen s e  o f  t end i ng t he i r  c o f f e e  o r  c o c o nut 
plant ing s in response to lower expor t  price s .  Wi thin the urban 
areas , there i s  visible evidence of increa sed food produc t ion in 
the past  two year s ,  ref lec ting bo th the sever i ty of the downturn 
in mone tary sector econom ic ac tivity and the ava ilability of  l and .  
At the same tim e ,  a smal l but gro wing sec tion of the communi ty has 
c e a sed to have a c c e s s  t o  l and and i s  t h er e f o r e  una b l e  t o  t urn t o  
sub s i s tence ac tivi ties dur ing per iod s of decl ine i n  the mone tary 
economy . 2 
The na t i onal a c c o un t s d a t a  probab l y  underest imate both the 
l ev e l  and t h e  r e c en t  g r o w t h  o f  food p r o d uc t i o n  f o r  l o c a l  s a l e s .  
However , in the ab sence o f  sati sfac to ry data , we have no t sought 
to adjus t  the na tional account s stati s t ic s  on t his  account.  
2 .  See , f o r  exam p l e , Loui s e  Morauta and Mo r a u t a  Ha s u ,  ' Rur a l ­
urban relat ionships i n  Papua New Guinea : case material from the 
Gul f Prov inc e on ne t f l o w s ' , IASER Di scus sion Paper No . 25 , Port  
More sby, 1 9 7  9 .  
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The abi l i ty t o  conver t from cash cropping back t o  subsistence 
produc tion does not suggest  that the growth in one area more than 
com pens a t e s  f o r  the l o s s  in ano t he r .  C e r t a i n l y  s ub s i s t enc e 
p r oduc t i o n  b y  i t s  v e r y  na t u r e  i s  d i r e c t ed t o wa r d s  m e e t i ng 
i m m ed i a t e  need s ( w i th v e r y  l i t t l e  sav ing f o r  ' inve s t m en t '  o r  
po s t poned consumpt ion purpo ses)  while cash cropping can involve a 
combination of m eet ing immediate need s and saving . Jackson3 has 
r e po r t ed a po s i t ive c o r r e l a t i o n  b e t w e e n t h e  i n c i d e n c e o f  
m a l nu t r i t i o n  and the p r o po r t i o n a t e  c o n t r ib u t i o n o f  s ub s i s t en c e  
ag r i c u l t ur e  t o  to t a l  out p u t  a t  t he provinc e l ev e l .  H e  c o nclud e s  
tha t ' al l  i s  no t we l l  w i t h  sub s i s t en c e  ag r i c ul t u r e '  and ' t ha t 
changes over time in the agricultural produc t ion func tions might 
al so be leading to deteriorating productivi ty' . 
Within the more formal agr icultural sec tor , ca t tle numbers 
t h r o u g h o u t  P a p u a  N e w Gu i n e a  d o  no t a p p e a r  t o  h a v e  g r o w n 
signi f icantly in the per iod since Inde pendence. Egg product ion on 
largeholding s is around 40 per cent above the level of 1 9 7 5 .  There 
has al so been a movement towards smallholder commerc ial produc t ion 
of egg s , al though data are no t available to indicate the extent of  
t h i s ac t iv i t y .  Pr oduc t i o n  of  s o rghum ·on l a rg e ho l d i ng s  has 
d e c l ined s l i g ht l y  o n  1 9 7 5 l ev e l s ,  whi l e  m a i z e  produc t i o n  ha s 
increased from a small ba se by a fac tor o f  t welve. Commerc ial pig 
and poul try production has increased strongly. 
The manufac turing sec tor cur rently account s for about 1 0  per 
cent of Papua New Guinea gro s s  domestic product , having inc reased 
from 7 per cent dur ing the late sixties and early seventies.  From 
1 9 7 0 - 7 1 to 1 9 7 4 - 7 5 ,  r e a l  m anuf ac tur ing value added g r e w  by an 
av e r a g e  4 . 9 per c en t  per annum . B e t w e en 1 9 7 4 - 7 5  and 1 9 7 9  t h i s 
ac c e l e r a ted to an ave r ag e  1 0 . 0  p e r  c en t  pe r annum . In 1 9 8 0  
m anufac tur i ng o u t p u t  g r e w  by 1 2  p e r  c en t . Em p l o ym en t  in 
manufac tur ing increased by 2 .3  per cent per annum in the period to 
1 9 7 4 - 7 5  and t hen by 7 . 4 p e r  c en t  to 1 9 8 0 .  The g ro w t h  in v a l ue 
added and employment continued into 1 9 8 1  and the early months of  
1 982.  Ho wever , the e f fec t s  of  the rece ssion have reduced the rate 
of gro wth in employment since early 1982 to wel l below the average 
levels tha t  had operated in the earl ier po st- Independence years .  
Mod i f i c a t i o n s  to  t h e  c l a s s i f i c a t i on s y s t e m ad o p t ed by t he 
Na t i onal  S t a t i s t i c a l  O f f i c e , and ad j us t m en t s  t o  the c ov e r a g e  o f  
t h e S e c o n d a r y  I n d u s t r i e s  C e n s u s  i n  r e c e n t  y e a r s ,  c r e a t e 
d i f f i c u l t i e s  f o r  d e t e r m i ning the r ates of growth for ind ividual 
manufac turing indus tries.  The r e  was s t rong g ro w t h  i n  r e a l  v a l ue 
add ed in the b a s i c  m e t a l  indus t r i e s  and to a l e s s e r  ex t e n t  the 
non-metallic m ineral produc t s  indus tries unt i l  1 980. Real gro wth 
in v a l ue added in the food , b ev e r ag e s  and toba c c o  indus t r i e s  
3 .  Dud l e y  Jacks o n , The D i s t r i bu t i on o f  Incom e s  i n  P apua New 
Gui ne a , Na t i onal Pl ann ing O f f i c e , Po r t  M o r e s b y ,  February 1 9 8 1 ,  
p . 205 . 
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d e c e l e r a t ed in 1 9 7 9  b u t  i nc r e a s ed a g a in in 1 9 80 .  S i m i l a r l y ,  t he 
strong gro wth in value added in the wood and wood produc t s  sectors 
in 1 9 80 more t han c om p e n s a t ed for t he s l i g h t  d e c l i ne s in 1 9 7 9 .  
Re a l  v a l ue add ed in t he paper and paper  produc t s  indus t r i e s  and 
chemicals and plastic produc t s  indus tries has decl ined in rec ent 
y e a r s .  O v e r a l l , t h e r e  h a s b e e n s t r o n g g r o w t h  i n  t o t a l  
m anuf ac t ur i ng out put , a s s o c i a t ed w i t h  m a r ked c hang ed i n  t he 
rela tive importance of indus try groups . 
In real terms , bui ld ing and cons truc t ion has exper ienc ed t wo 
s trong per iod s of gro wth since Independence ( see Figure 6 . 1 ) .  The 
f irst , up to 1 9 7 7 , was as soc iated mainly wi th general office and 
ho t e l  ac c o m mod a t i o n  b u i l d ing c o m m enc ing aro und the t i m e  o f  
Ind e pend e nc e .  The s e c o nd , f r o m  1 9 7 9  t o  1 9 8 1 , w a s  f ue l l ed b y  a 
surge in cons truc tion of new houses and flats (par ticular ly in the 
Port  Moresby area) , which re flec ted the dramatic growth in rental 
cha r g e s  for ac c o mm od a t i o n  whi c h  r e ached i t s  pe ak onl y i n  1 9 8 1 .  
The la test data indicate that build ing employment in much of the 
country peaked in the first hal f  of 1 9 8 1  and subsequently declined 
signi ficantly. Ho wever , on a na t ional basis thi s decl ine has been 
offset by increased ac tivity at the Ok Tedi mining si te . 
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Figure 6 . 1  New buildings commenced (K mill ion in 19 7 7  price s )  
Source : National S tatist ical Office . 
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Da ta are no t available to analyse the gro wth per formance of 
o ther sectors of the economy. However , a summary of  growth wi thin 
t he ec onom y can b e  pr e s e n t e d  u s i ng t h e n a t i o n a l a c c o un t s  
aggregate s ad j us ted for the impac t o f  large-scale mining (BCL) and 
g ov e r nment . Tabl e 6 . 7  pr e s e n t s b o t h  the  o f f i c i al na t ional  
accounts esti mates and the revi sed es t imate s prepared as par t o f  
t hi s  s t ud y ,  a d j u s t ed f o r  t he i m pac t o f  c o p p e r  m in i ng and 
government ac tivi ty.  
Table 6 . 7  
Gross domestic product : real growth rates 
( per cent per annum) 
Official series Revised series 
Excluding Excluding 
Total BCL Govt BCL/Govt Total BCL Govt BCL/Govt 
% % % % % % % % 
1973-74 2 . 1  -5 . 1  5 . 3  -6 . 5  5 . 3  -1 . 1  1 1 . 0  1 . 0 
1974-7 5 -1 . 4  10 . 1  7 . 2  31 . 0  0 . 1  11 . 3  2 . 1  21 . 9  
1975-76 0 . 5  0 . 6  -5 . 2  -5 . 8  -3 . 8  -3 . 3  -3 . 4  -4 . 3  
1977 a -1 . 7 -2 . 7  2 . 3  -2 . 9  -2 . 2  -5 . 0  1 . 2  -2 . 8  
1 978  8 . 2  8 . 6  1 1 . 1  12 . 2  10 . 8  1 1 . 4  14 . 6  16 . 2  
1979 2 . 3  5 . 5  0 . 3  4 . 8  6 . 2  9 . 4  5 . 9  10 . 6  
1 980 -1 . 8  2 . 6  -5 . 2  1 . 1  -0 . 6  3 . 3  -3 . 0  2 . 5 
1981 2 . 3  3 . 6  1 . 2  -3 . 7  -2 . 0  -1 . 9  0 . 1  
a 1975-76 to 1977 . 
Sources :  National Statistical Off ice and authors' own calculations . 
The s e  f i g ur e s  d e m on s t r a t e tha t t he r e  has been considerable 
g r o w t h  in t h e p r i v a t e  s e c t o r  o f  t h e e c o n o m y  o u t s i d e  t h e 
Bougainville mine since Independence .  In the official figure s ,  the 
only year s in which growth in the priva te sector ( excluding BCL) 
w a s  b e l o w  t ha t  in t he e c o no m y  a s  a who l e  we r e  1 9 7 5 - 7 6  and 1 9 7 7 .  
The o f f i c al f i g ur e s  ho wever s ugge s t  t ha t  t he p r i v a t e  s e c t o r  
( ex c l ud i ng B C L )  c o n t i nued to g r o w  i n  1 9 8 1 .  Thi s c o nc l u s i o n  i s  
d i f ficul t t o  suppo r t  f rom o t her d a t a  ava i l able t o  d a t e .  Al though 
the r ev i s e d  e s t i ma t e s  a l s o sugg e s t  s l i g h t  g r o w t h  in t he p r iva t e  
s e c t o r  i n  1 9 8 1  ( a l t hough a t  a l o we r  r a t e  t han f o r  t he o f f i c i a l 
series)  thi s can be attributed to Ok Tedi capi tal expendi ture .  
Once the d irec t impac t o f  BCL and government expendi ture has 
been excluded , the data ind icated tha t the remaining par t of the 
p r i v a t e  s e c t o r  g r e w  s t r o ng l y  f r om Ind e p end ence to 1 9 8 0 .  Whi l e  
t o t a l  G D P  a f t e r  t he d o wn t urn i n  1 9 8 1  w a s  1 0  p e r  c e n t  above t he 
1 9 7  5 - 7  6 l ev e l , GDP exc l ud ing BCL and g ov e r n m e n t  f o r  1 9 8 1 w a s  1 7  
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per cent grea ter than the 1 9 75-76 e s t imates (ba s ed on the r ev i s ed 
f i gure s ) .  Thi s i s  s t i l l  no t s t r o ng g ro w t h , but  f o r  a p e r i o d  o f  
pol i t ical transit ion and unstable and often unfavourable external 
cond i tions it is far from dismal . 
The distribut ion of GDP between nat ionals and foreigners 
Ava i l a b l e  ev id enc e sugge s t s  t ha t  t he r e  ha s b e e n  a s t e ad y  
increase i n  t he pro portion of  dome s t ic product accruing t o  Papua 
New Guineans so that in recent year s incomes earned by nationals 
have g r o wn m uch more r a p i d l y  t han GDP .  Be fo re I nd e p end enc e , in 
1 9 7 3 - 7 4 , Pa pua Ne w Gui n e an s  wer e the d i r e c t r e c i p i en t s  of l e s s  
than one-third o f  GDP (marke t  component).  Ho wever , there has been 
a s t e ad y  inc r e a s e  s i n c e  then in t he shar e  o f  GDP a c c ruing to 
na t ion a l s .  For exam p l e , over t he per i od , t o t al e ar n i ng s  o f  
national employees in money terms have gro wn a t  about thr ee times 
the rate for expatriates.  As previously no ted , Papua New Guineans 
are d i r e c t r ec i pi en t s  of an inc r e a s ing sha r e  of inc o m e  f r o m  
expo r t ed c a sh c ro p s .  Inc r e a s i ng na t ional  o wner s h i p  in a r e a s  o f  
bus iness  which were the exclus ive preserve o f  expa triates  before 
I nd e pe nd ence ha s b e en a f ur t her s o u r c e  of s ub s t an t i al i n c o m e  
gro wth for some nat ional s .  
Cur r e n t  ind i c a t i o n s  a r e  t ha t b e t ween 5 0  and 6 0  p e r  c e n t  o f  
GDP can b e  d irectly attributed t o  Papua New Guineans .  At leas t  65 
pe r cent of c o m p en s a t i o n  of e m p l o y e e s is e ar ned by n a t i o n a l s ,  
compared to 44 per cent in 1 9 72-73.  Al though growth in thi s  area 
c o uld ini t i a l l y  be a t t r i b u t e d  to t he d e c l in e  in expa t r i a t e  
numb e r s ,  t hi s  c o m ponent  o f  t he t o t al popul a t i on ha s r em a ined 
s t a t i c  s i n c e  1 9 7  7 ,  whi l e  the pr o po r t i o n  o f  c o m pe n s a t i o n  o f  
e m p l o y e e s  ( and GDP ) e ar n ed b y  na t ional s ha s c o n t inued t o  g ro w .  
The d i s t r ib u t i o n  o f  t he bene f i t s  o f  d e v e l o p m e n t  b y  na t i o na l i t y 
t h a t  t he se f i g ur e s r e p re s en t  c o n t r a s t s  w i t h  t he d e c l ine in t he 
na t i o n a l  p r o po r t i o n  o f  GDP t hr o ug ho ut t he s i x t i e s  and i n t o the 
early sevent ies.  As a crude es timate , the GDP accruing d irec tly 
t o  na t i o na l s mus t have gro wn b y  s o m e thing l i ke 1 0  p e r  c en t  p e r  
annum i n  r e a l  t e r m s  b e t w e en 1 9 7 3 - 7 4  a n d  1 9 8 1 .  But  w i t h  t he 
na t i onal  sha r e  o f  p r o d uc t i o n  no w f a i r l y  h i g h ,  f u t ur e g r o w t h  in 
Papua New Guinean incomes must come mainly from growth in to tal 
output . 
Determinant s  of growth 
Tab l e  6 . 8  pr o v id e s  a d i s a gg r e g a t i o n  o f  GDP i n to i t s  m a i n  
c om ponen t s  s ho w i ng t h e  annual g r o w t h  r a t e s  b e t w e en 1 9 7 5 - 7 6  and 
1 9 8 1 .  F o r  the pur po s e s o f  e x a m i n i ng t h e  und e r l yi n g  s o u r c e s  o f  
growth in the economy , d irect government and BCL influences have 
been del e ted . 
Movemen t s  in t he r ev i s e d  s e r i e s o f  n a t ional  a c c o un t s  
agg r e g a t e s  h i ghl i g h t  t he i m po r t anc e o f  t he non- m ining expo r t  
sec tor for shor t-term gro wth in the economy as  a whole . With the 
197 5-7 6 
1 9 7 7a 
197 8 
1 9 7 9  
1 980 
1 98 1b 
a 
b 
GDP PFCE 
-5 . 8  2 . 9 
-2 . 9  1 4 . 4  
1 2 . 2  2 . 5  
4 . 8  7 . 1  
1 . 1 2 . 5  
3 . 3  -1 . 5  
1 9 7 5 - 7 6  t o  1 9 7 7 . 
capi tal formation . 
Table 6 . 8  
Gros s  domestic product : growth rates 
excluding government and copper mining 
Official series  
GFCF Export s  Imports GDP PFCE 
-44 . 4  -13 . 19 -19 . 8  -4 . 3  -2 . 7  
55 . 9  -8 . 9  2 3 . 5  -2 . 8  3 5 . 9  
2 4 . 8  1 4 . 4  2 . 1  1 6 . 2  7 . 5 
1 4 . 8  2 . 2  8 . 3  10 . 6  7 . 4  
1 4 . 1  7 . 8  7 . 6 2 . 5  3 . 5  
".""0 . 6  3 . 5  -3 . 0  -2 . 6  - 1 . 8  
Revised series 
GFCF Exports  
-44 . 4  -13 . 9  
55 . 9  -8 . 9  
24 . 8  1 4 . 4  
1 4 . 8  2 . 2  
1 4 . 1  7 . 8 
-0 . 6  3 . 5  
PFCE - priva te final consumpt ion expendi ture . GFCF - gro s s  
Imports  
- 1 9 . 8  
2 3 . 5  
2 . 1  
8 . 3  
7 . 6 
-3 . 0  
fixed 
An ad jus tment has been made to remove the ef fec t on GDP growth of capi tal expendi ture 
( financed from equi ty and borrowed fund s )  under taken by BCL and Ok Tedi dur ing thi s 
year . 
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exc e p t i o n  of 1 9 8 1 i n  the r ev i s e d  e s t i m a t e s , po s i t i ve g r o w t h  i n  
export s has been accompanied by po si t ive growth i n  the economy a s  
a who l e .  In tho s e  ye ar s in whi c h  expo r t s  h a v e  d e c l i n e d  t h e  
economy has contrac ted.  I n  the main , gro wth i n  inve s tment (gro s s  
fixed capi tal formation) , whi le providing the capac i ty f o r  future 
g ro w t h  in out p u t  and e m p l oyment , a p pe ar s i m m e d i a t e l y  m a i nl y  to 
have inc r e a s e d  i m po r t s  r a ther then d om e s t i c p r o d uc t i o n .  Thi s  
r e f l e c t s  t h e  o p en na t u r e  o f  the e c o nomy and i t s  d e pe nd ence upon 
impor t s  for much o f  its capi tal equi pment and bui ld ing material s .  
Nevertheless , growth i n  GDP i n  1 97 9  appears t o  have been sus tained 
b y  s t r o n g g r o w t h  i n  i n v e s t m e n t  a s  w e l l  a s  p r i v a t e  f i n a l  
consumpt ion expenditure.  In 1 9 8 1 ,  decl ine s i n  real inve s tment and 
p r i v a t e  final  con s um p t i o n  expend i t ure  c o m b ined to r e d u c e  r e a l  
import s . 
The impor tance of gro s s  fixed capi tal formation should no t be 
di scounted on the ba s i s  of i t s  l imi ted shor t-term im pac t on GDP.  
The in f r a s t r uc ture and produc t i v e  c a pac i t y tha t is  c r e a t e d  by 
capi tal fo rma t ion provides the basis  for the generat ion of future 
e c o no m i c  g ro w t h .  From thi s p e r s pe c t i v e , one f e a t ur e  o f  t he 
na tional account s data augur s well for future gro wth : there has 
been st rong growth in real gro s s  fixed capi tal formation in every 
year s ince monetary independence.  There was an increase of 38 per 
c e n t  in thi s s t a t i s t i c  b e t w e e n  1 9 7 5 - 7 6  and 1 9 7 7 , mo s t  of i t  
c o n t r i b u t ed b y  t he p r i v a t e  s e c t o r .  A s ub s t an t i a l  par t o f  t hi s  
inc rease no doubt represented a recovery after a slump a t  the time 
of Inde pendence.  But the momentum was ma intained , with the rate 
of increase in real private fixed capi tal formation never fall ing 
below 1 1 .4 per cent ( 1 9 7 9 ) .  Real fixed capi tal format ion was over 
1 9 7 5-76 
1 9 7 7b 
1978  
1 97 9  
1 980 
1 9 8 1  
a 
b 
Source : 
Table 6 . 9  
Gro s s  fixed capi tal forma tion in 1 9 7 7  prices : 
government-private sector contribut iona 
General government Private sector Total 
growth growth growth 
K mill . % K mill . % K mi ll . 
54 . 9  1 1 6 . 8  1 7 1 . 7 
66 . 2  20 . 6  1 7 0 . 6  46 . 1  2 3 6 . 8  
64 . 5  -2 . 6  193 . 4  1 3 . 4  2 5 7 . 9  
83 . 1  28 . 8  2 1 5 . 4  1 1 . 4  2 98 . 5  
107 . 1  28 . 9  242 . 4  1 2 . 5  349 . 5  
93 . 1  - 1 3 . 1  2 7 3 . 5  1 2 . 8  3 66 . 6  
Includes BCL and Ok Tedi . 
1 9 7 7  over 1 97 5-7 6 . 
Na t ional S ta t i s t ical Off ice . 
% 
37 . 9  
8 . 9  
1 5 . 7  
1 7 . 1  
4 . 9  
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t w i c e  a s  l a r g e  in 1 9 8 1  as i n  t he ye ar o f  Ind e pend enc e ,  w i t h  t he 
rate o f  growth of priva te inve s tment being signi ficantly greater 
t h a n  g o v e r n m e n t ( T a b l e  6 . 9 ) .  E v e n  t h e  p a t t e r n  o f  pu b l i c  
expend i ture s e em s  t o  have b e en f avourable  t o  l o ng- t e rm g ro w t h , 
wi t h  r e a l  inve s t m en t  d o ub l ing b e t we e n  1 9 7 5 - 7 6 and 1 9 8 0 , over a 
per iod in which real government consumpt ion expendi ture increa sed 
hardly a t  all . 
However , with the effect  of the current world-wide reces sion 
b e i ng f e l t  t hr o ughout t he e c o n om y ,  c a p i t al expend i t ur e  b y  t he 
private sector excluding BCL and Ok Tedi is expec ted to decl ine by 
a r o und 3 0  p e r  c en t  i n  1 9 8 2 .  The e f f e c t  o f  thi s d e c l ine on t he 
ec o no m y  wi l l  be c o un t e r ed by inve s t m en t  a t  Ok Te d i , w i t h  t o t a l  
private capi tal expendi ture be ing expec ted t o  increa se b y  over 60 
per cent in real term s .  
Summing u p  o n  growth performance 
The pauci ty of reliable stati s tical data ha s clouded deba te 
on the e f fec tivene s s  of economic pol icy and has made it more than 
u s u a l l y  d i f f i c u l t  f o r e c o n o m i c  a n a l is t s  t o  a g r e e  o n  t h e  
a p p r o p r i a t e p o l i c y  r e s p o n s e  t o  t h e c u r r e n t  r e c e s s i o n .  
Un fo r t una t e l y ,  much o f  thi s d i f f i c ul t y  w i t h  pa s t  year s '  d a t a  
c a nno t no w b e  c o r r e c t ed .  I t  i s  t o  be h o p e d  t ha t  m o d i f i c a t i o n s  to  
various s ta t i s t ical collec tions , tha t  have no w been or are shortly 
to be int roduced ,  will provide a comparable hi s tor ical series of 
relevant data for future analys i s .  
Never theles s ,  the data available imply tha t Papua New Guinea 
enjoyed a period of respec table gro wth dur ing the late seventies , 
but tha t  thi s was followed by a major downturn from mid- 1 980.  The 
und e r l ying s t r e ng t h  o f  t he e c o nomy in t e rm s o f  g r o w t h  i n  no n­
m in e r a l  expo r t s , a g r i c ul t u r a l  produc t i o n  f o r  home c on s u m p t i o n , 
manufac turing out put , fixed capi tal fo rma tion , and a wide range of 
private sec tor services have been important elements  o f  the post­
Independence growth exper ience .  The increas ing sophi stication of 
t he ec ono m y  i s  d e m o n s t r a t e d  by t he gro wing sha r e  o f  na t i o nal 
output and em ployment opportuni ties a t tributable to  sectors other 
than agriculture and mining .4 
4 .  E s t i m a t e s  prepared as par t o f  the Wages Study indicate that , 
b e t w e en 1 9 7 6  and 1 9 8 0 ,  t he pro po r t i o n  o f  t o t al wage and s a l a ry 
employment in the se two sectors dec l ined from 2 8 .5 per cent of the 
t o t al to 2 6 . 8  p e r  c en t , w h i l e  t ha t  f o r  m anufac t ur i ng i nc r e a s ed 
from 1 0  per cent to 1 1 . 1  per cent , and tha t for commerce inc reased 
f r om 7 . 9  per c en t  t o  9 . 3 p e r  c en t . See  c .  Co l c l ough and P .  
Dan i e l , W a g e  Incomes and Wage Cos ts  in Papua New Guinea : 
Challenges for Ad jus tment , Di s tribution and Growth , Po r t  M o r e sby , 
National Planning Office , Por t Moresby,  198 2 .  
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The l i m i t e d  s e c t o r a l  da ta whi c h  a r e  ava i l ab l e  g en e r a l l y  
s up po r t  t he g r o w t h  e s t i ma t e s  pr e pa r ed a s  par t o f  t h i s s t ud y .  
Analysi s  o f  the se data highl ight the importance of  the non-miner al 
export sector to growth in the economy since Independence.  
Ac c o m p a n y i n g  the e c o n o m i c  g r o w t h  e x p e r i e n c e d  s i n c e  
Ind e pend enc e , t he r e  ha s b e en an i nc r e a s e in t he pro po r t i o n  o f  
national income earned b y  Papua New Guinea citi zens . Thi s process 
has been underway since t he early seventies , in the earl ier years 
c l o s e l y  a s s o c i a t e d  wi t h  d e c l ines in the non-national population. 
S i n c e  1 9 7 7 ,  t h e n o n - n a t i o n a l  po p u l a t i o n  h a s s t a b i l i z e d .  
Nevertheles s ,  Papua New Guinea citi zens have continued to inc rease 
t he i r s h a r e  of GDP a s  ne w e m p l o ym e n t  o p po r t uni t i e s  have b e en 
c r e a t ed f o r  na t i o na l s ,  and c i t i z e n s  have r e s po nded to t he 
prevail ing econom ic and pol i t ical cond i t ions to expand their cash 
cropping or enter into bus ine s s  ac t ivitie s .  
Growth policy 
I t  i s  n e c e s s a r y  a t  t h i s p o i n t t o  c o m m e n t  o n  g r o w t h  
per formance in sectors that m ight have been affec t ed adversely by 
exchange rate policy since Independence .  The obvious cand idates 
are impor t-replacement ( food stuffs and manufac turing) and export s .  
Food s tuffs and manufactur i ng p r o d uc t i o n  t o  r e pl ac e  i m po r t s  
s e e m  t o  hav e  gro wn s t r o ng l y  s i n c e  I nd e pend enc e - p e r ha p s  m o r e  
strongly than any other par t s  of the economy. Nevertheless , there 
is  much frus tration that such a wide range of good s continues to 
be impor ted.  Papua New Guinea' s small mone tary economy , and the 
f r a g m en t a t i o n  o f  the mone t a r y  s e c t o r  in to m any pa r t s , m ake i t  
extremely cos tly to produce many goods locally. Papua New Guinea 
shares thi s charac ter istic  with other small developing countrie s ,  
although i t  i s  d i s t ingui she d f r o m  o t her  d ev e l o p i ng c o un t r i e s  o f  
similar si ze by the extremely high c o s t  o f  domestic transport  and 
communicat ions . 
We no ted in our di scus sions in Papua New Guinea considerable 
concern that a high proportion of the gross  value of  manufac turing 
produc t i o n  - commonly s a i d  to b e  about S O  p e r  c en t  - should 
c om pr i s e i m po r t s  r a t he r t h a n  d o m e s t i c v a l u e a d d e d .  T h i s 
par t i c ul a r  wo r r y  i s  b a s e d  on a m i s c o nc e p t i o n : even in the 
manufac t ur i ng s e c t o r s  o f  s uc h  d ynam i c  and i nd u s t r i a l l y  s t r o ng 
co un t r i e s  a s  W e s t  Ge r m any and S o u t h  Kor e a , i m po r t s  r e p r e s e n t  
a b o u t  h a l f t h e  g r o s s  v a l u e o f  m a n u f a c t u r i ng p r o d u c t i o n .  
Succ e s s f u l  mod e r n m anuf a c t ur ing ac tivity i s  highly spec ial ized , 
f oc u s i ng on t ho s e  par t s  o f  t he prod uc t io n  p r o c e s s  in whi c h  t he 
local economy has advantages . 
I t  would be p o s s i b l e , o f  c o ur s e , f o r  Papua Ne w Gui n e a  t o  b e  
m uch m o r e  s e l f - s u f f i c i en t  in a w id e  r ange o f  g o o d s  s im p l y  b y  
ex c l ud ing i m p o rt s  o r  m aking t h e m  prohibi tively expensive . Thi s 
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ha s b e en d o ne i n  m any d eve l o p ing c o un t r i e s , i n c l ud i ng s m a l l  
economie s i n  the Caribbean and Africa.  But i t  has made the people 
o f  these countries poorer - in some cases much poorer - than they 
o t he r wi s e  would have b e en . Thi s  i s  an inev i t a b l e  r e sul t i f  
indus tries are establi shed when their costs  o f  produc t ion exceed 
the pr ice of impor ted good s .  Papua New Guinea has mostly avoided 
the wor s t  m i s take s of  other countries in thi s area , but over the 
t wo ye a r s  f r o m  m id - 1 9 8 0  t he r e  wer e m o r e  exa m p l e s  o f  pro t e c t i o n  
enc o ur a g i ng ine f f i c i en t  l o c a l  p r od uc t i on t han ev e r  b e f o r e .  I f  
thi s a p p r o a c h  t o  i m po r t  s ub s t i t u t i o n  wer e to  c o n t i nue , i t  would 
s e r i o u s l y  d am ag e  t he c hanc e s  of r e s t o r i ng g r o w t h  in Pa pua Ne w 
Guinean employment and living standards .  
It  is  t he t r ue e c o no m ic c o s t  o f  d om e s t i c produc t i on which 
mus t be compared with import pric e s .  Sometimes taxa tion of  input s 
into dome s t ic produc t ion , lack of com pe t i t ion in the markets for 
some supplie s , wages above level s  that would establish internal 
balanc e or other d i s tortions in the dome s t ic economy make dome s tic 
produc tion of some good s unpro fi table when their economic cost is 
less than tha t  of  compe t ing import s .  We make recommendations on 
the removal of some such distortions below� 
Has t he ' hard currency strategy' introduced dis tor tions which 
reduce the po tential pro fi tability of export and import-compe ting 
produc t ion? Everything depend s on the extent to which the lower 
prices of  imports  expressed in kina have been pa s sed into domestic 
c o s t s  and p r i c e s .  Thi s  que s t i o n  i s  add r e s s ed i n  Cha p t e r s  9 and 
1 0 .  To an t i c i pa t e  Cha p t e r  9 ,  t he s l o w  pa s s - t hrough o f  t he pr i c e  
e f f e c t s  o f  ki na r ev a l ua t i o n  m ay c au s e  pr i c e s  f o r  t r a d ab l e  g o o d s 
r e l a t ive t o  c o s t s  t o  f a l l  b y  an av e r age o f  1 o r  2 p e r  c en t  in t he 
year fo l l o wing a 5 p e r  c e n t  r e v a l ua t i o n ,  but  thi s e f f e c t  w i l l  
have di sappeared i n  the second year . Thus the t wo 5 per cent and 
one 4 per cent discrete revalua tions since 1976  would have lowered 
tradables '  prices relat ive to costs  by an average of bet ween one­
ha l f and one per c e n t  over t he who l e  pe r i o d  s i n c e  mone t a r y  
independence. Thi s i s  a small e ffec t - for example , perhaps one­
t e n t h  as l a r g e  as t he e f f e c t s  on to t a l  c o s t s o f  the inc r e a s e s  i n  
l abour c o s t s  i n  1 9 8 1 . I t  s ho ul d  b e  b a l anced aga i n s t  t he bene f i t s  
o f  financial and econom ic stabil i ty to the incentive t o  invest in 
expo r t  and i m po r t - c om pe t i ng p r oduc t i o n .  But i t  is a s m a l l  
add i t i o n a l  bur d en t ha t would be b e t t e r  avo i d e d  i f  t hi s c ould b e  
achieved wi thout ri sk t o  financial s tabili ty.  
General economic growth in the whol e  economy i s  probably the 
mo s t  v a l ua b l e  i nc en t ive t o  e x p a n s i o n  o f  i m p o r t - c o m p e t i ng 
product ion. The same cond i tions that are favourable to growth in 
t he e c onomy a s  a w ho l e  a r e  f avourable  to i nve s t m e n t  in im po r t ­
com pe t ing produc t i o n : a s t ab l e  economic environment , including 
c l e ar and s t a b l e  a d m i n i s t r a t i o n  o f  po l i c y ; l ab o ur pol i c i e s  
cond uc ive t o  i n t e rnal  b a l anc e ;  t he avo i d anc e o f  d i s t o r t i o n s  
through taxat ion or other policy instrument s ;  and high levels o f  
i nv e s t m e n t  i n  t h e s k i l l s  o f  P a p u a  N e w Gu i n e a n s  a n d  t h e 
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infras tructure and materials wi th which they work. In addi t ion ,  
general economic gro wth expand s the si ze o f  domestic  marke ts  and 
inc r e a s e s  t he r ange o f  d o m e s t i c i nd u s t r i e s  f o r  which t h e  l o c a l  
m ar ke t i s  s uf f i c i e n t l y  l a r g e  t o  suppo r t  e f f i c i e n t  d om e s t i c  
produc t ion . 
The r a p i d  g r o w t h  in p r i v a t e  s e c t o r  ec o nom ic ac t i v i t y and 
inve s tment bet ween Independence and 1 980 was the more d i f ficul t to 
achieve because two sectors of  the economy whi ch dom inated to tal 
out put , g ov e r nment  and l a rg e- s c a l e  m in i ng , were s t agnant or 
decl ining over thi s period . In the previous decade , the growth in 
t he s e s e c t o r s ,  f ue l l ed in the one c a s e  b y  r a p i d l y  i nc r e a s i ng 
Au s t r a l ian aid , and the o the r b y  the c on s t r ue t i o n  o f  the m ine o n  
Bougainville , provided a n  important impetus t o  growth i n  the whole 
econo m y .  S i n c e  Ind e pend enc e ,  a i d  and lar g e - s c a l e  m in ing have 
ac ted as  a brake no t only an aggrega te econom ic growth as  measured 
in the Na t i o nal Ac c o un t s ,  but a l s o on the g r o w t h  o f  o t her  
indus tries which are suppl iers to  them . 
Government expend i ture wil l  continue to slow down aggregate 
growth , given the impor tance of Aus tralian aid and the cer tainty 
tha t i t  will no t inc rease in real term s .  Nei ther the Chan nor the 
S o m a r e  government  sought an i nc r e a s e in r e a l  a id in r e s po n s e  t o  
t he c u r r e n t  r ec e s s i o n ,  b u t  r a t he r a paus e and t h e n  r ed uc t i o n  i n  
t h e  r a t e  o f  the d e c l ine . G i v e n  o t her e l em en t s in t h e  e c o nom i c  
out l o o k ,  d i s c u s s e d  in Cha p t e r  4 ,  t he r e  i s  no pro s pe c t o f  r a i s ing 
publ i c  expend i t u r e  above t he c ur r en t  l ev e l  f o r  t he f o r e s e e ab l e  
f u t ur e .  La"r g e - s c a l e  m in i ng , o n  the o t he r hand , w i l l  c o n t r ib u t e  
much t o  growth i n  the aggrega tes as well as supplying indus tries 
ov er the nex t d e c ad e .  The d ev e l o p m en t  o f  the O k  Ted i m in e  a l o n e  
w i l l  ensure  t h a t  t h i s  i s  t h e  c a s e ; a n d  h i gh c ur r en t  expl o r a t ion 
intere st  in  Papua New Guinea m ineral s and energy attest  tha t  the 
country is well placed for fur ther expans ion of these industries 
beyond Ok Ted i .  
I t  i s  d i f f i c u l t  to d e t e r m ine t h e  ex t e n t  to  wh i c h  e c o no m i c  
s tability wi thin the 'hard cur r e nc y  s t r a t egy'  ha s c o n t r ib u t ed t o  
s t r o ng pr i v a t e  s e c t o r  gro wth s i n c e  Ind e p end enc e .  The v i e w  ha s 
b e en f r e quen t l y  put b y  b u s ine s s  i n t e r e s t s  t ha t  t he unexpec t ed l y  
f avourab l e  c l i m a t e  o f  e c ono m i c s t ability after Independence had 
left them want ing to comm it them selve s more heavily to inve stment 
t han they had e ar l i e r  expec t e d , and than they w e r e  g e ar ed up t o  
under take .  Even in the depths o f  the pre sent rece ssion , cont inued 
i nve s t m e n t  in l a r g e - s c a l e  ag r i c u l ture and forestry plac es Papua 
Ne w Gu inea in a s t ronger po s i t i on t han a l l  but a f e w  p r i m a r y­
exporting devel oping countrie s .  
Papua Ne w Gui n e a  i s  in thi s po s i t i o n  b e c a u s e  o f  a r ange o f  
considerat ions , some o f  which are vulnerable to errors o f  policy. 
One is  the favourable natur al resource base . Thi s is the only one 
f o r  which Pa pua New Guinea g ove r nm en t s c an t a ke no c r ed i t .  A 
s e c ond i s  t he po s t - Ind e pendenc e r e c o r d  o f  e c o no m ic s t ab i l i t y ,  
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weakened somewhat but no t destroyed b y  event s of  the past couple 
of ye a r s .  A t hi r d  is t he c o m m o d i t y s t ab i l i z a t i o n  fund s , which 
have been cruc ially important in maintaining the pro fi tabil ity of  
the cocoa indus try,  and wil l  be similarly impor tan t for coffee in 
future . 
Le s s  w e l l  und e r s t o o d  in Papua Ne w Gui n e a , but a t  l e a s t  a s  
i m po r t an t  a s  any o f  t he o t her  c o n s i d e r a t i o n s , i s  t he r e l a t ive 
f r e e d o m  of t he p r i m a r y- ex po r t i ng indus t r i e s  from d i s t o r t i ng 
taxa tion.  Various comb ina tions of high ad valorem export taxes , 
exchang e c on t r o l s  and w i d e s pread pro t e c t i o n  f o r  ine f f i c i e n t  
i m po r t - c om pe t i ng indus t r i e s  r e d u c e  r e t ur n s  to ag r i c u l t ur a l  
producer s b y  large amounts i n  vir tually a l l  o f  Papua New Guinea's 
maj or compe t i tors.  Even Malaysia , who se exports of  tree crops have 
been stronger than any other country' s ,  imposes subs tantial expor t  
taxe s .  As a r e s u l t  o f  t hi s and t he fac t o r s  m e n t i o n ed in t he 
previous  pa r a g r a ph , a g r i c ul t u r a l  investment in coffee , palm oil 
and cocoa continue s to look at trac tive in Papua New Guinea even at 
the low world pr i c e s  no w p r o j ec t ed fo r the 1 9 8 0 s .  Thi s m ake s 
Pa pua Ne w Guinea unu s u a l . Thi s unusual advan t age should be 
nurtured and used to the greatest  po s sible · exten t .  
Government re s ponse s t o  the budget c r i s i s  which has emerged 
over the l a s t  two year s t h r e a t e n  to r e m ov e  pa r t  o f  Pa pua Ne w 
Guinea' s advantage. The suce s sion of tax increase s in them selves 
reduce domestic resourc es for investment . But much more important 
ha s b e en t he c o nc en t r a t i o n  o f  t he i n c r e a s e s  on t ype s o f  t axe s 
which can be expec ted to distort resource allocation. 
The large increases in fuel taxes have added signi ficantly to 
t he c o s t s  o f  expo r t  ind us t r i e s  and , l e s s  obvious l y ,  i m po r t ­
c om pe t i ng i ndu s t r i e s  which m u s t  f a c e  high t r an s p o r t  c o s t s  in 
r e a c hing the who l e  Pa pua Ne w Gui n e a  marke t f r o m  one o r  two 
product ion locations . Whi le taxes on  air  or land trans port can be 
justified as a form of user charge for high government expenditure 
on civil avia tion facili ties and road s ,  no such rationale exi s t s  
i n  relat ion t o  river or ocean transport.  Taxe s should b e  reba ted 
or removed for fuels us ed in water transport. S There may al so be 
a c a s e  f o r  r e b a t i ng t axe s on f u e l s  u s e d  in pr iva t e  e l e c t r i c i t y 
generation . 
The g ene r al i m po r t  l evy , inc r e a s e d  to 3 . 5  per c en t  in the 
1 982 Budget , may no w be a signi f icant impediment to manufac turing 
p r o d u c t i o n  f o r  e x p o r t .  I t  r e d u c e s  i n c e n t i v e s t o  i m p o r t 
r e p l ac em en t  a s  we l l ,  s i nc e l o c a l  produc t i o n  o f  m any g o o d s  i s  
l i k e l y  t o  b e  pro f i t ab l e  o n l y  i f  t he r e  i s  s c o pe f o r  expan s i o n o f  
produc t i o n  t h rough expo r t  s al e s .  I n  t he c ommon s i t ua t i on in a 
country at Papua New Guinea' s  level of development (and , we might 
S .  S i n c e  t he t i m e  o f  w r i t i ng m e a s ur e s  a l ong the s e  l i n e s  were  
announced in  the 1 983 Budget.  
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add , of  many highly s pecialized indus tr ial econom ies such as mo st 
countries in We stern Euro pe) in whi ch domestic value added i s  less 
t han hal f the  g r o s s  value of s a l e s , t he ad v a l o r em t ax on v a l ue 
added repre sented by the general import levy can be substantial . 
We recommend the re placement of cumber some arrangements currently 
in force by a si mple and quick system of drawbacks for al l import 
d u t i e s , inc lud i ng the  g e n e r a l  im por t du t y ,  o n  m a t e r i a l s  u s ed a s  
inputs into manufac turing o r  processing produc tion for export.  To 
f ac i l i t a t e  e f f i c i en t  adm ini s t r a t i o n , the  g ov e r nm ent should 
c o n s i d e r  i n t r o d uc t i o n  o f  an ad v a l o r e m  boun t y  in r e l a t i o n  to 
export sales of  manufac tured goods , calcula ted to compensate the 
average importer for import dut ies  paid.  Manufac turers should be 
able to apply for larger bount ies when they can demons trate that 
they have paid more in import dut ies than the amount to which they 
were  a u t o m a t i c a l l y  en t i t l e d .  Ad o p t i o n  o f  thi s r ec o mmend a t i o n  
w o u l d  need to b e  c on s i d e r ed in t he c on t ex t  o f  Papua New Gui n e a ' s 
obl i g a t i o n s  and po l i c i e s  w i t h  r e s pe c t t o  i n t e rna t ional t r ad e  
agreements and arrangement s .  
The r e -d i r e c t i o n  o f  pub l ic expend i t u r e  t o ward s i nv e s t m ent  
since monetary inde pendence is  favourable to growth , and should be 
maintained . 
Much l e s s  favour ab l e  ha s b e en t he m anner in whi c h  the 
government' s relat ions with new inve s tor s has been managed. The 
m anag e m e n t  o f  l a r g e - s c a l e  m in i ng inve s t m ent ha s generally been 
highly pro fe s s ional. But , from all account s ,  the same canno t be 
s a i d  of o t he r inv e s t m en t s .  It is our i m p r e s s i o n  tha t poo r 
adm ini s t r a t ion o f  i nve s tm en t  pro po s a l s  ha s b e e n  i m po r t ant i n  
deterring inves t ment : direc t foreign inves tment , national and some 
pub l i c  s e c t o r  inve s t m e n t . Th i s  i s  an i s s ue t ha t  s ho u ld b e  
addres sed a s  a matter of  urgenc y. What is  needed is no t a general 
s o f t e n i ng of p o l i c y  on for e i gn i nve s tm en t , but r a t her a f i rm , 
clear and ef ficiently adm inistered pol icy. We recommend tha t the 
government move away from case-by-case nego tia tion of inves tment 
proposal s to the greate st po s sible extent , toward s a si tuation in 
which an inve s tor can presume that a propo sal will be accepted i f  
i t  i s  c on s i s t en t  w i t h  c l e a r l y  d e f i ned g en e r a l  p o l i c i e s  o n  
taxation , local equity , locali zation , the environment , and other 
impor tant matter s .  
The implementation o f  an ad just ment program which was able to 
re s tore internal and external b a l ance would f a c i l i t a t e  an e a r l y  
r e t u r n  to g ro w t h .  The r e d uc t i o n  in r ea l  expend i t u r e  whi c h  i s  
neces sary to re s tore external balance , a s  discus sed in Chapter 7 ,  
by i t sel f would tend to reduce the growth in output and entrench 
t he po s t - 1 9 8 0  r e c e s s i o n .  Ac c om panied by p o l i c i e s  d e s igned t o  
increase the price of tradables relative t o  domestic good s , as i s  
ne c e s s a r y  to p r event  t he e m e r g e nc e  o f  ev en g r e a t e r  i n t ernal 
imbalanc e ( Chapter 8 ) , it  may no t damage growth even in the short 
t e r m .  In the  l o ng t e rm it should b e  h e l p f ul , and is probably 
e s s e n t i a l  to a r e t ur n  to g r o w t h .  The  h i g h  r e a l  m in i mum urban 
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wag e s  a t  Ind e p end enc e ,  e n t r e nc hed through ind exa t i o n , have 
cer tainly impeded growth. 
Ov e r a l l ,  w e  have found no evid enc e tha t  t he ' hard  curr enc y 
s t r a t eg y '  w a s  an i m p ed i m en t  t o  g r o w t h .  Ne i t her  are  w e  c e r tain 
t ha t  the hard  cur r e n c y  s t r a t e g y  and the a s s o c i a t e d  e c ono m i c  
s t abi l i t y c a u s ed pr iv a t e  s ec t o r  g r o w t h  t o  b e  mo r e  r a p i d  t han i t  
o t he r wi se would hav e b een in t h e  e ar l y  ye a r s  o f  Ind e pend enc e ,  
although the evidence po int s in that direc t ion. We do believe that 
the continuation of  the econom ic instability and the uncer tainty 
about exchang e r a te and o t her  p o l i c i e s  t ha t  ha s been pr e s e n t  a t  
t i m e s  s i n c e  1 9 8 0  would g r e a t l y  inc r e a s e  t h e  d i f f i c u l t y  o f  
re s toring growth. 
Chapter 7 
Expendi ture policies and external balance 
Papua Ne w Guinea since mone tary independence has maintained 
t he r e l a t iv e l y  f r e e  c o nv er t i b i l i t y  o f  t he kina at o f f i c i a l  
exchange rate s ,  al though restric tions o n  repayment of  shor t-term 
d eb t  hav e  b e en i n t r o d uc ed over the  l a s t  t wo year s .  I t  ha s done 
thi s through two per iods of low commod ity prices , in  1 9 7 8  and from 
1 980 onwards . 
The remaining te st of whe ther the Papua New Guinea economy 
has been in ex ternal balance is  whe ther net foreign bo rrowing has 
been so h i g h t ha t  i t s  s e r v i c ing would r e qu i r e  fa l l s  in l i v ing 
s tandard s at some future date. The extremely high l evels of ne t 
foreign borro wing sinc e m id-1980 rai se a ques tion about whe ther 
thi s  test has been met . 
Thi s c ha p t e r  se eks to d o  two thing s .  F i r s t , i t  d e s c r ib e s  
expendi ture pol icies i n  Papua New Guinea since Independence , and 
as s e s s e s  t he i r  sui t ab i l i t y f o r  m a i n t a i n ing ex t e r na l  bal anc e .  
Fi scal and monetary pol i c ie s  are trea ted separa tely. Second , it  
a s s e s s e s  whe the r  ex t e r na l  ba l anc e exi s t s  a t  pr e s en t , and , if  i t  
d o e s  not , t he ex t en t  o f  t h e  r educ t i on i n  expend i t ur e  that  i s  
neces sary to restore external balance .  
For  a b o u t  four ye ar s a f t e r  m o ne t ar y  i nd e p end enc e ,  t he 
autho r i t i e s  s o ught to m a i n t a in ex t e rnal bal anc e m a i n l y  t hr o ugh 
res traint in public expenditure , and through the s tab ili zat ion of 
rural pro d uc e r s '  inc o m e s  f r o m  c a sh c ro p s by l evying expo r t  
proc eeds when prices were high and paying bounties when they were 
l o w .  Be yond the s e  pol i c i e s , t h e  autho r i t i e s '  m one t a r y p o l i c i e s  
were fairly pas s ive . 
From early 1980 , a more ac tive mone tary policy was pur sued . 
Targets were set for g rowth in money supply and bank lend ing , and 
a c o m b i na t i o n  o f  m o r a l  sua s i o n  and con t r o l s  ap p l i e d  to the i r  
enforcement . 
Gove rnment expendi ture poli cies 
F i s c a l  r e s t r a i n t  was the m o s t  important ins trument through 
which external balance wa s sought throughout the period 1 9 7 6-82 . 
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I n  1 9 7 6 - 7 7  t o  c o n s o l i d a t e  mone t a r y  ind e pend enc e t he g ov e rnment 
i m p l em en t ed r educ t i o n s  i n  i t s  real expend i t ur e .  The Na t i on a l  
S t a t i s t i c ia n  in t he o f f i c ia l  na t i onal ac c o un t s  m ea s u r e s  t he s e  
r educ t i o n s  a s  s l i g h t l y  m o r e  t han 1 2  p e r  c en t  in r e al publ i c  
consumption expend i ture and slightly l e s s  than 9 per cent i n  to tal 
r e a l  pub l i c  expend i t u r e . The se hug e r educ t i o n s  i n  t he ye a r  
r unn ing u p  to a n  e l e c t i o n r e s t o r e d  exte r na l  bal anc e a n d  s e t  t h e  
foundations f o r  the succe s s ful implementa tion of the hard currency 
strategy in the early year s of monetary independence .  There was a 
further small reduc tion in real expenditure in the second half of 
1977 prior to the first calendar year budget in 1 9 7 8 .  
The first  budget o f  the second Somare government , for 1 9 7 8 ,  
introduced the National Public Expend iture Plan (NPEP) . The NPEP 
was  m e a n t  to f ac i l i t a t e  c ar e ful  a l l oc a t i o n  o f  i nc r e a s e s  in 
gov ernment expend i t u r e  in the l i ght  of n a t i o n a l  pr io r i t i e s .  I t  
was conceived as a four-year rolling program , wi th a steady rate 
o f  inc r e a s e  in governmen t  ex pend i t ure on good s and s e rv i c e s  in 
real term s  over the program per i o d .  M ac r o - e c o nom i c  pr o j e c t i ons 
used in formulation o f  the first NPEP sugges ted that a steady rate 
o f  inc r e a s e  of 3 p e r  c en t  p e r  annum w a s  c o n s i s t en t  w i t h  t he 
m a i n t enanc e o f  a s o und ex t e r na l  paym ent s po s i t i o n ,  and w i th a 
l ev e l  o f  pub l i c  d eb t  t h a t  d id no t i n t roduc e  unm anag e a b l e  future  
budgetary problem s .  
T h e  3 p e r  c e n t  p e r  a n n u m  t a r g e t  o f  r e a l  i n c r e a s e  i n  
government expendi ture o n  goods and services was re tained i n  each 
annual rollover of the NPEP until 1 982-8 5 .  Then real i zation that 
there would be an unfavourable medium-term econom ic environment 
c au s e d t he g ov e r nm e n t  to p l an f o r  t w o  ye a r s  o f  3 p e r  cent  
r educ t i o n s  i n  real  expend i t ur e  o n  g o o d s and  s e rv i c e s  ( 1 9 8 2  and 
1 9 8 3 )  b e fo r e  r e t urning to 1 p e r  c en t  pe r annum gro w t h  ( 1 9 8 4  and 
1 9 85 ) . 
T h e  g o o d s a n d  s e r v i c e s  r e a l  e x pend i t ure ta r g e t s  wer e 
implemented succe s s fully in the first two year s ( 1 97 8  and 1 97 9 ) .  
In 1 9 8 0 , d e s p i t e  s ub s t an t i a l  up ward rev i s i o n s  in the Budg e t  
e s t imates m id-year t o  allow for unexpec tedly high inflation , there 
was sub s t a n t i a l  ov e r -expend i ture , with allocations to goods and 
services r i sing by 7 per c ent after allowing for higher infla tion. 
Real expendi ture in 198 1 inc reased by only about 1 per cent owing 
to mid-year savings.  In 1 98 2 ,  lower inflation rates than had been 
expec t e d  meant  tha t far  f r o m  fa l l ing by 3 p e r  c en t , expend i t ure 
w i t h i n  t h e  Bud g e t  e s t i m a t e s  w o u l d h a v e  i nc r e a s e d  in r e a l  t e r m s . 
Thi s out c om e  w a s  avo i d ed by the sub s t an t i a l  add i t i o na l  cut s in 
Bud g e t  e s t i m a t e s  anno unc ed in S e p t ember 1 9 8 2 ,  so t hat t h e r e  wa s 
probably no increase in total real expend i ture .  
The o f f i c i a l e s t i m a t e s  o f  r e a l  g ro w t h  in s pe nd i ng on g o o d s  
and services are at f i r s t  sight inconsistent with published data 
on to tal government expenditure (Table 7 . 1 ) .  Thi s is  because the 
l a t t e r  inc l ud e  a numb e r  o f  f inanc ing t r an s a c t i o n s , i nc l ud ing 
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Table 7 . 1  
Government expendi ture 1 9 7 5-76  to 1 9 8 2  
( K  mill ion current prices and 1 97 5-7 6 cons tant prices ) 
Year 
197 5-76 
1 9 7 6-7 7 
1978  
1 97 9  
1 980 
1 98 1  
1982b 
1 982C 
a 
b 
c 
Source : 
Expendi ture in current pricesa 
( K  million) 
Current Capi tal To tal 
3 28 . 5  4 5 . 5  374 . 0  
3 3 7 . 3  54 . 4  3 9 1 . 7  
3 64 . 6  7 7  . 1  441 . 7  
4 10 . 5  7 5 . 5  486 . 0  
463 . 0  1 1 2 . 1  5 7 5 . 1  
509 . 5  1 00 . 2  609 . 7  
526 . 6  109 . 8  636 . 4  
524 . 3  90 . 9  6 1 5 . 2  
Inc rease in good s and 
services expendi ture 
( constant prices , 
government defla tor) 
Per c ent increase 
per annum 
3 
3 
7 
1 
3 
0 
Ex c l ud e s  expend i t u r e  on Ok Ted i and d eb t  s e rv i c i ng 
cost s . 
Budge t estimate of  expend i ture .  
Based o n  second quar ter review. 
Depar tment of  Financ e .  
e qu i t y  p u r c ha se s in and l o an s  t o  s e l f - f i nanc i ng c o m m e r c i a l  
inves tments , and deb t  servic ing . 
The g r o w t h  in publ i c  expend i t ur e  be t we e n  Ind e pend enc e and 
1 982 was financ ed mainly by rapid increases in non-m ining in ternal 
revenue , o f f s e t t i ng l a r g e  r e a l  r ed u c t i o n s  in Aus t r a l i a n  a i d  
( Chapter 3 and Tables 7 . 2  and 7 . 3 ) .  The real value o f  public debt 
out s tand ing fell substantially between Independence and the end of 
1 9 7 7 , rose a l i t tle to the end of  1 9 7 9 ,  increased substant ially in 
1980 and sharply in 1 98 1  and 1 982 (Table 7 . 2 ) .  It  was 1 2  per cent 
below the level at Independenc� in late 1 97 9 ,  but i s  now one-third 
grea ter than at Inde pendence .  
The l a r g e r  d e f i c i t s  o f  r ec en t  year s w e r e  m a in l y  f i nanced 
w i t h o u t  c r o wd i ng out  pr iva t e  s e c t o r  b o r r o w i ng i n  t h e d o m e s t i c  
banking sys tem.  Virtually all o f  the government ' s  ne t borro wing 
in 1 9 8 1  and 1 982 wa s drawn from overseas.  From t ime to time there 
w a s  ex c e s s i v e b o r ro wing from the Cent r a l  Bank : f o r  exam p l e , i n  
June 1 9 8 2 ,  BPNG loans t o  the national government exceeded 1 6  per 
cent of total asse t s .  At thi s  time , the national government was 
Table 7 . 2  
Financial operations of the Papua New Guinea Government ,  1975/76-1982 
(K million) 
Total revenue and grantsa 
Domestic revenue 
- Tax revenue 
- Nontax revenue 
- Mineral resources 
Stabilization Fund b 
Foreign grants 
Current expendi turec 
Current surplus /defic it 
Capi tal expendi tured 
Overall deficit 
Total financing (net) 
External sources (net)  
- Borrowing (net)  
Australia 
International origins 
C011111ercial 
- Othere 
Domestic sources (net)  
- Bank of Papua New Guinea 
- Otherf 
Public debt outstanding 
(current prices) 
Index of real public debtg 
1975-76 197 6-77 
37 2 . 6  
220 . 2  
133 . 8  
41 . 5  
45 . 0  
152 . 4  
369 . 7  
2 . 9  
45 . 5  
42 . 6  
4 2  . 6  
13.4 
1 3 . 0  
-2 . 2  
9 . 3  
5 . 9  
0 . 4  
29 . 2  
-LO 
30 . 2  
313 . 9  
100 
398 . 4  
223 . 6  
151 . 5  
37 . 1  
3 5 . 0  
174 . 8  
355 . 0  
3 5 . 7  
54 . 4  
1 1 . 0  
1 1 .0 
8.9 
9 . 5  
-2 . 3  
10 . 0  
1 . 8  
-0 . 6  
2 . 1  
-1 . 3  
3 . 4  
315 . 0  
80 . 9  
1977 
July-Dec 
193 . 6  
105 . 9  
74 . 5  
14 . 4  
17 . 0  
87 . 7 
178 . 8  
10 . 8  
32 . 3  
1 7 . 5  
17 . 5  
19:7 
21 . 3  
-1 . 2  
5 . 7  
16 . 8  
-1 . 1  
-2 . 2  
-15 . 9  
13 . 7  
341 . 2  
82 . 5  
1978 
445 . 4  
273 . 5  
205 . 8  
36 . 5  
31 . 2  
171 . 9  
3 84 . 2  
60 . 8  
77 . 1  
1 5 . 9  
1 5  . 9  
2:5 
2 . 5  
8 . 5  
-6 . 0  
1 3 . 4  
1 1 . 1  
2 . 3  
3 50 . 2  
86 . 1  
1979 
459 . 6  
283 . 4  
206 . 2  
38 . 7 
38 . 5  
176 . 2  
445 . 3  
18 . 8  
7 5 . 5  
64 . 2  
64 . 2  
26 . 9  
26 . 9  
1 3 . 6  
13 . 3  
37 . 3  
29 . 2  
8 . 1  
411 . 8  
88 . 7 
1980 
519 . 1  
343 . 7  
239 . 6  
47 . 5  
56 . 6  
175 . 4  
485 . 2  
45 . 0  
1 1 2 . 1  
78 . 2  
78 . 2  
47-:4 
47 . 4  
16 . 5  
30 . 9  
30 . 8  
22 . 8  
8 . 0  
478 . 3  
97 . 3  
1981 
570 . 1  
385 . 8  
259 . 8  
44 . 6  
81 . 4  
184 . 3  
557 . 9  
-0 . 1  
100 . 2  
88 . 0  
88 .0 
7 5 .  7 
7 5 .  7 
-3 . 0  
18 . 8  
59 . 9  
1 2 . 3  
1 3 . 0  
o .  7 
544 . 5  
116 . 1  
1982a 
591 . 9  
400 . 3  
301 . 8  
58 . 5  
40 . 0  
191 . 6  
588 . 5  
3 . 4  
93 . 9  
89 . 3  
90 . 5  
79 . 2  
79 . 2  
-2 . 5  
28 . 1  
53 . 6  
1 1 . 3  
-1 . 3  
1 2 . 6  
79  
655 . 7 ( Sept ) 
130 . 7 
a 
b 
c 
d 
Second quarter review estimate . The authorities expected the end of year result to show 
greater recourse to domestic finance . 
e 
g 
Sources :  
Payments from the MRSF t o  consolidated revenue . 
Includes salaries and allowance paid by the Aus tralian Government until 30 June , 1976 . 
Prepared from estimates prepared by National Planning Office . Includes Ok Tedi 
c011111itment in 1 982 . 
Includes advances from Australia and changes in holdings of foreign assets of the 
National Debt Sinking Fund . 
Includes National Debt Sinking Fund budget contribution . 
Deflated by GDP (market component )  implicit price index . 
PNG Department of Finance ,  Estimates of Revenue and Expenditure (various issues ) ;  and 
data provided by the Department of Finance and the National Planning Office . 
faced with financ ing problems when under-expend iture on ac tivities 
f in an c e d  by i n t e r na t i o n a l  agenc ie s on c o nc e s s i o nal te r m s  was 
b a l anced by ov e r - expend i t ure  o n  o r  new c o m m i t m en t s to o t her  
ac tivitie s ,  for  which conces sional loans were no t available.  Thi s 
l ed t o  h i g h e r  l ev e l s  o f  bo r r o w i ng o n  c o m m e r c i a l  t e r m s  t han had 
earlier been anticipa ted , and probably to higher level s  than would 
have been thought desirable ex ante . 
Pub l i c  expend i t ur e w a s  a b l e  t o  g ro w  w i th r e l a t i v e l y  s m a l l  
increases in real publ ic debt until  1 9 8 1  because of rapid growth 
in non-m ining revenue s .  Thi s r e qui r e d  subs tant ial increases in 
t he pro po r t i o n  of Papua New Gu i n e an i nc om e s  pa i d  a s  d i r e c t  o r  
ind i r e c t  taxe s .  Thi s m u s t have had s o m e  d a m pen ing e f f e c t on 
pr iva t e  c onsum p t i on and i nv e s t m e n t . As d i s c u s s e d  in Cha p t e r  6 ,  
s o m e  o f  the inc r e a s e s  in t ax e s , e s pe c i a l l y  f r om 1 9 8 1 , s e e m ed 
likely to r educe efficiency in the allocat ion of re sources wi thin 
Papua New Guinea. 
00 
0 
Table 7 . 3 
Papua New Guinea : central government revenue , 1974/75-1982 
(K million) 
1974-75 1975-76 1 976-77 1977 1 97 8  1 9 7 9  1 980 1981 1 982 1983 
July-Dec Revi sed Budget 
estimates estimate 
Tax revenue - total 117 . 8 1 9 1 . 0  170 . 1  96 . 1  224 . 4  238 . 2  329 . 7  317 . 9  322 . 7  328 . 5  
Taxes on income and profits 64 . 0  1 30 . 3  """9T:8 49-:=r 136 . 0  135 . 3  21'4.6 201 . 3  1 7 9 . 8  161 . 7  
Companies : 34 . 5  98 . 0  61 . 4  33 . 5  62-:=r 63 . 9  1 20 . 9  95 . 3  62 . 7  47 . 0  
BCL ( 9 . 1 ) ( 54 . 1 ) ( 1 5 . 6 ) ( 20 . 5 ) ( 1 3 . 5 ) ( 23 . 1 ) ( 7 3 . 4 )  ( 51 . 7 )  ( 19 . 5 )  ( 6 . 0 ) 
Other ( 2 5 . 4  ( 43 . 9 )  ( 4 5 . 8) ( 13 . 0 (49 . 2 ) (40 . 8) ( 47 . 5 ) ( 43 . 6) ( 43 . 2 )  ( 4 1 . 0) 
Individuals 1 9 . 9  27 . 5  26 . 0  1 3 . 9  67 . 1  61 . 6  7 5 . 9  94 . 8  1 1 1 . 5  1 1 1 . 0  
Dividend withholding : 9 . 6 4 . 8  4 . 4  2 . 3  6 . 2  9 . 8 17 . 8  1 1 . 2  5 . 6  3 . 7  
BCL ( 8 . 6 ) ( 3 . 1 ) ( 3 . 0) ( 1 . 1 ) ( 2 . 7 )  ( 6 . 0) ( 1 2 . 7 )  ( 6 . 4 ) ( 1 . 4 )  ( - ) 
Other ( 1 . 0) ( 1 . 7 )  ( 1 . 4) ( 1 . 2 )  ( 3 . 5) ( 3 . 8) ( 5 . 1 ) ( 4 . 8 ) ( 4 . 2 ) ( 3 . 7 )  
Taxes on goods and services 22 . 0  27 . 8  34 . 8  19 . 5  40 . 2  46 . 0  50 . 2  54 . 7  61 . 2  70 . 1  
Excise duties 20 . 3  25 . 7  32 . 6  18 . 5  36 . 3  41 . 0  44 . 7  47 . 2  51 . 6  57 . 4  
Motor vehicle reg i stration 
taxes and driver s ' licence fees 1 . 4  1 . 8 1 . 8 0 . 9  1 . 8 1 . 8 2 . 3  1 .  7 2 . 7  3 . 1  
Business  & other l icences  0 . 3  0 . 3  0 . 4  0 . 1  0 . 4  0 . 6  0 . 8  1 . 4  2 . 6  3 . 0  
Domestic air passenger levy 0 . 3  0 . 6  0 . 1  0 . 6  0 . 7  
Stamp duties  1 . 7  2 . 3  1 . 8  3 . 7  3 . 7  5 . 9  
Taxes on international trade 
and transac tions 31 . 0  3 1 . 8  4 1 . 9  26 . 1  48 . 0  56 . 5  64 . 3  61 . 5  81 . 7  96 . 7  
Impor t  duties 29 . 7  29 . 6  35 . 3  20 . 8  41 . 7  48 . 0  54 . 5  55 . 8  76 . 1  88 . 7  
Export taxes 1 . 1  2 . 1  6 . 5  5 . 2  6 . 1  8 . 3  9 . 6 4 . 5  3 . 6 6 . 0  
Internationa1 airport 
departure tax 0 . 2  0 . 1  0 . 1  0 . 1  0 . 2  0 . 2  0 . 2  1 . 2  1 . 1  0 . 5  
Other taxes 0 . 8 1 . 1  1 . 6 0 . 8  0 . 2 0 . 5  0 . 6 0 . 4 0 . 9 1 . 5 
Non-tax revevenue - total 6Ll 4-:;-:f 43.0 16.6 3"9.0 4"6.0 66.T 57:1 60.S 6Ll 
Sale of goods and s e rvices 
Mining royalties : 
BCLa 
Other 
Fees and fines 
Rent 
Income from investments : 
BCLb 
Otherc 
Other revenued 
4 . 4  
6 . 2  
( 3 . 1 ) 
( 3 . 1 ) 
5 . 9  
1 . 5 
30 . 6  
( 13 . 9 ) 
( 16 . 7 )  
13 . 1  
Mineral Resources Stabilization Funde 
BCL contributions to MRSFe 34 . 7  
Flows out to consolidated 34 . 7  
revenue 
Total internal revenue 
Total revenue 
Excluding BCL sourced 
componentf 
% of total 
1 7 9 . 5  
1 44 . 8  
80 . 7  
Dash ( - ) denotes no revenue . 
5 . 1  
2 . 3  
( 2 . 3 )  
5 . 7  
1 . 6 
14 . 3  
( 5 . 7 ) 
( 8 . 6 )  
18 . 2  
62 . 9  
45 . 0  
220 . 3  
1 7 5 . 3  
7 9 . 8  
4 . 1  
2 . 3  
( 2 . 3) 
6 . 1  
1 . 7 
1 5 . 2  
( 5 . 9 )  
( 9 . 3 )  
13 . 6  
24 . 6  
35 . 0  
223 . 5  
188 . 5  
84 . 3  
1 . 9  
0 . 8  
( 0 . 8) 
3 . 0  
1 . 0 
7 . 5  
( 2 . 2 ) 
( 5 . 3 ) 
2 . 4 
23 . 8  
1 7 . 0  
105 . 9  
88 . 9  
83 . 9  
4 . 0  
2 . 1  
( 2 . 1 ) 
6 . 8  
3 . 5 
1 5 . 3  
( 4 . 9 ) 
( 10 . 4 )  
7 . 3 
21 . l 
31 . 2  
273 . 5  
242 . 3  
88 . 6  
4 . 0  
4 . 2  
( 4 . 2 ) 
5 . 6  
4 . 1  
24 . 6  
( 10 . 3) 
( 14 . 3 )  
3 . 5  
39 . 4  
38 . 5  
283 . 4  
244 . 9  
86 . 4  
After 1975-76 BCL mining royalties paid d irect to provincial government . 
6 . 1  
7 . 3  
5 . 2  
46 . 1  
( 22 . 6) 
( 2 3 . 5) 
1 . 4 
108 . 7  
56 . 6  
343 . 7  
287 . 1  
83 . 5  
Includes interest earned on funds invested by Mineral Resources Stabilization Fund . 
Includes interest income received by the National Debt Sinking Fund . 
From 1 982 includes Plant Hire Trust Account Depreciation . 
5 . 2  
0 . 7  
( 0 . 7 ) 
7 . 3  
8 . 0 
27 . 0  
( 13 . 1 ) 
( 13 . 9 )  
9 . 5  
71 . 2  
81 . 4  
4 . 5  
3 . 8  
8 . 7 
17 . 6  
( 2 . 3) 
( 1 5 . 3) 
26 . 2  
23 . 2  
40 . 0  
385 . 8  400 . 3  
304 . 4  360 . 3  
78 . 9  90 . 0  
a 
b 
c 
d 
e The MRSF was establi shed during 1 974-75 . The figure shown for 1974-7 5 is revenue from BCL to the 
f 
government budget , and not to the MRSF . 
· 
That is , to tal revenue less MRSF contribution . 
7 . 5  
4 . 6  
9 . 6 
1 6 . 0  
( - ) 
( 16 . 0)  
25 . 0  
6 . 0  
21 . 0  
391 . 2  
370 . 2  
94 . 6  
Sources :  PNG Department o f  Finance , Estimates o f  Revenue and Expendi ture (various i s sue s )  and data provided by the 
Department of Finance . 
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The na t i o na l  g ov e r nm en t ' s  d e.f ic i t  in 1 9 7  5-7 6 ,  1 9 8 0  and 
e s p e c i a l l y  1 9 8 1 ,  as sho wn i n  Tab l e  7 . 2 , i s  d e c e p t iv e l y  s m a l l ,  
s i n c e  i n  each o f  t he s e  ye a r s t he r e  w e r e  ex c e pt i o na l l y  l ar g e  
r e c e i p t s  f r om Bouga i nv i l l e  Co p p e r  v i a  t he M in e r a l  Re s o u rc e s  
S t a b i l i z a t i o n Fund . Nev e r t he l e s s ,  no t a l l  o f  t he BCL reven ue 
r e c e ived i n  1 9 7 5 - 7 6  and 1 9 8 0  f l o w ed i n t o  c o n s o l i d a t e d r ev enue , 
pa r t  b e ing h e l d  in r e s e rv e  ( Ta b l e  7 . 3 ) .  Ho wev er , i n  1 9 8 1  t he 
g ov e r nm e n t  d r e w  m o r e  f r o m t h e Fund t h an wa s c o n t r i b u t e d  by t he 
except ional ly high receipt s from Bougainville during that year . 
The Mineral Re sources Stab ilizat ion Fund wa s e s tabli shed in 
l a t e  1 9 7 4  a f t e r  the rene g o t i a t i o n  o f  t he Boug a i nv i l l e  Copper  
Ag r e e m en t .  S i  ne e early 1 9 7  5 ,  all  g o v e r nm e n t  r e c e i p t s  f r o m  
Bougainville Copper in the form o f  company income tax , addi tional 
pro f i t s  tax ,  d ividend s and d ivid end wi thholding tax have been paid 
i n t o  the Fund . Re c e i p t s f r o m  t he s e  so u r c e s  v a r y  w i d e l y  w i t h  
highly vola tile copper and gold pr ices.  The m anager s  o f  the Fund , 
t h r e e  s e n i o r  pub l i c  s e r van t s  s pe c i f i e d  ex o f f i c i o  in t he Ac t 
e s tabl i shing the Fund , recomm end each year the amount that should 
b e  pa i d  i n t o  c o n s o l i d a t e d  r evenue . Thi s a m o un t  sho u l d  be 
sustainable in real term s  over a numbe r of year s ,  and should no t 
inc r e a s e  in r e a l  t e r m s by m o r e  t han 2 0  p e r  c en t  in any year . 
Und er the Ac t ,  the governm ent must accept the recommendat ion of 
the Fund manager s ,  except tha t the Mini ster for Finance may vary 
t h e r e c o m m ended a m o un t  by 1 0  p e r  c e n t . The M i n i s t e r  u s e d  h i s  
right t o  raise the flow o f  fund s by 1 0  per cent i n  1 980 and 1 98 1 .  
The Fund wa s es tabli shed t o  stabil i ze the use o f  government 
rece ipts from the copper indus try over time , and automatically to 
s t erili ze much of t he ex ternal payments surplus a s sociated with 
except ionally high metal prices . Fund asse t s  are sterili zed in an 
account wi th the Bank of Papua New Guinea .  
B e t ween 1 9 7 5 - 7 6 a n d  1 9 8 0 , t he Fund s e rv e d  t hi s purpo se to a 
u s e f u l  ex t e n t , bu i l d i ng up r e s erve s i n  ye a r s o f  exc e p t iona l l y  
large m ining revenue s ( 1 9 7 5-76 and 1 980)  and running them down in 
years of except ionally low revenue s ( 1 976-7 7 and 1 9 7 8 ) .  However , 
in 1 9 8 1  t he Fund was  u s e d  in a d e s t ab i l i z i ng way : i n  a year  o f  
above-av e r a g e  r e c e i p t s  f r om Bougainville Copper , m o r e  m o n e y  was  
d r a wn f r om than w a s  r e c e i ved i n t o  i t .  The  running d o wn of  t he 
r e s e rv e s  o f  t he Fund in 1 9 8 1  ob s c ur ed t he e x t e n t  o f  t he publ i c  
sec tor financ ing problem tha t year , reduced pressure s for overdue 
budge tary ad j ust ment , and increased the budge tary probl em s hand ed 
on to future year s .  
Som e o f  these ef fec t s  were convenient for the government o f  
the day , at  a time when lack o f  control o f  government expenditure 
was t he sub j ec t  of critical commen t .  It is understandable tha t a 
r e s po n s i b l e  M i n i s t e r f o r  F i n a nc e , and a l s o s e ni o r  o f f i c i a l s ,  
sho u l d  be m o t iva t e d by c o n c e r n  f o r  the c o un t ry' s r e pu t a t i o n  f o r  
s o und m an a g e m e n t  when i t  i s  und e r  t h r e a t , and even t ha t  t hi s  
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s h o u l d  i n f l uence t e c hn i c a l  j ud g m ents about unc er tain mat ters in 
t he d i r e c t i o n  o f  o p t i m i s t i c a s s e s sm ent s .  I n  thi s c a s e , t he 
o p t i m i s m  was  v e r y  l a r g e , s i n c e  i t  fo l l o wed the governmen t ' s  
r e c e i p t o f  i n f o r m a t ion o n  t he d o wngrad i ng o f  Boug a i nv i l l e  o r e s .  
Thi s requi res explanation. 
The dec i sion-making process on Fund management at thi s time 
highl ight s the d i f ficulties of  managing an economy in which gold 
is a major export . The extreme difficulties arise because there 
are no o b j ec t i v e  c r i t e r i a  for e s t i m a t i ng f u t u r e  av e r a g e  g o ld 
prices .  In thi s , gold is different from other commod i tie s : while 
t h e r e  i s  g r e a t  unc e r t a i n t y  abo u t  l ev e l s of o t h e r  m e t a l , food or 
o t he r p r i mary p r o d uc t s '  p r i c e s  at a par t i c u l a r  fut ure t i m e , an 
und e r s t and i ng of the e c o nom ic fac t o r s  a f f e c t i ng leve l s  o f  
product ion o r  consumption allows fairly conf ident judgment s t o  be 
made ab o u t  a r ang e w i t h in which average p r i c e s  ov er a num b e r  o f  
future year s will fal l .  Unti l  1980,  the Fund managers had applied 
c o n s e rv a t ive e s t i m a t e s o f  f u ture  g o ld pr i c e s  in t he i r  adv i c e  o n  
fut ure f l o w s  f ro m  the Fund . In l a te 1 9 7 9  a n d  ear l y  1 9 8 0 , a n  
av e r a g e  pr i c e  o f  $ U S 3 5 0  p e r  o unc e h a d  b e en u s e d  in a l l  o f f i c i al 
pr o j e c t io n s , a l though thi s was w e l l b e l o w  t he c ur r e n t  marke t 
pr ice. Thi s price was also well below the future average pr ice of 
$ U S 4 5 0 s ug g e s t ed by a Br i t i sh m e r chant banking g r o up wh i c h  was 
pr ov i d i ng f inanc i a l  adv i c e  o n  t he Ok Ted i pr o j e c t  a t  that t i m e . 
When news o f  the downgrad ing of Bougainville ore reserves arrived 
i n  m i d - 1 9 8 0 , o f f ic i a l s  moved to t he u s e  o f  't he advi s ed h i g h e r  
future average price which avoided the need f o r  a major do wnward 
revi sion of e s timates of future budget rece ipt s  from the Mineral 
Resources Stabili zation Fund . 
Pro j ec t i o n s  b a s e d  on average g o l d  pr i c e s  o f  $ U S 4 5 0 in 1 9 8 0  
pr i c e s  l o oked hope l e s s l y  o p t i m i s t i c  b y  m i d - 1 9 8 2 ,  when c ur r e n t  
pr ices were close t o  $US300. They d o  no t look as inappropriate in 
late 1 98 2 ,  but i t  is wise to keep in mind the flimsy ba sis  of any 
gold price pro j ec t ions . 
The clear lesson from the recent hi story of MRSF management 
is that medium term plans for publ ic expenditure and Aus tral ian 
a i d  should b e  b a s e d  on c o n s e r v a t ive e s t i m a t e s  o f  future g o l d  
pr ice s .  Pr ices used i n  pro j ec t ions should b e  subs tantially below 
ex per t s '  a s s e s s m en t s  of expe c t ed fut ur e ave r ag e  pr i c e s , s o  tha t 
t he probab i l i t y  t h a t  r e a l i z e d  aver age pr i c e s  a r e  l o w e r  t han 
pr o j e c t e d  pr i c e s  i s  no g r e a t e r  than ab out 20 p e r  c en t .  I f  t he 
exper t s ' a s s e s s m e n t s  w e r e  even t ua l l y  r e a l i z ed ,  there  would be 
unexpe c t e d l y  l a r g e  ac c um u l a t i o n s  of a s s e t s  in the Mine r a l  
Re s o ur c e s  S t ab i l i z a t ion Fund . Then , and n o  s o o n e r , i s  t he t i m e  
f o r  p l ann ing f o r  inc r e a s e d  f l o w s o f  m in e r a l  rev enue in to the 
Budget , and faster rates of increase in expendi ture and decl ine in 
aid . 
There is no fail-safe pro tec tion against errors der iving from 
pol i t i c a l  i n s t ab i l i t y  and inc o h e r e nc e , which w e r e  par t  o f  t he 
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cause of  the errors in financ ial management in 1980 and 1981 .  But 
the MRSF will provide s tronger a s s i s tance in avo iding these erro r s  
i f  conservative gold pr ice pro j ec tions a r e  employed . 
Overall , real government spending up to 1 97 9  was cons i s t ent 
with the avoidance o f  budge tary and monetary problem s .  Changes in 
the econom ic envi ronment that became appar ent dur ing 1 980 required 
downward ad j us t men t of expendi ture targe t s , unfor tuna tely in the 
same year that subs tantial over-expendi ture on goods and services 
emerged for the fi r s t  time.  The budge tary impac t o f  thi s failure 
of f i s c a l pol i c y  w a s  ob s c ur ed f o r  s o m e  t i m e  by h i g h  m i n i ng 
rev enue s ,  and by t he exc e s s i v e l y r a pid  d e pl e t i o n o f  the  M i n e r a l  
Re sources Stab i l i zat ion Fund i n  1 9 8 1. The successive po stponement 
of the ad j ust ment tha t in retrospect was clear ly nec e s sary from 
the second half of  1 980 meant that budge tary problems were acute 
by 1 9 8 2 . 
Expec tations about mineral revenue s and other aspects  of the 
i n t e r na t ional env i r o nm en t  c hang ed f o r  t he wo r s e i n  1 9 8 0  so 
quickly,  and by such large amounts , that it  i s  no t surpr i sing that 
i t  t o o k  s o m e  t i m e  to ad j u s t  t o  t hem . I t  was  par t i c ul a r l y  
un f o r tun a t e  tha t thi s happened s o  s o o n  a f t e r  Papua Ne w Gui n e a ' s 
f i r s t  c hang e  o f  g o v e r nm en t : t he p o l i t i c a l p r o bl em s o f  t h e  n e w  
g ov e r nm en t , and unc e r t a i n t i e s  i n  t h e  r e l a t i o n sh i p  am ong s t  key 
m in i s t e r s  and b e t ween m in i s t e r s  and pub l i c  s e rvant s ,  s l o wed 
r e s p on s e s  t o  c hang ed c i r c um s t anc e s .  Even s o , the  o u t c o m e  would 
have b e en even more damag i ng t o  Pa pua Ne w Guine a ' s l o ng - t e rm 
e c ono m i c pro s pe c t s  i f  the M in i s t e r  fo r F i nan c e  o f  the  day , w i t h 
strong support from hi s advi sers in the Bank of Papua New Guinea 
and D e pa r t m en t o f  F i nanc e ,  had no t r e s i s t e d  pr e s s u r e s  f o r  even 
greater fi scal expansion ,  especially in 1 9 8 1 .  
S i n c e  m o ne t a r y  inde pendenc e the r e  has  b e en s ub s t a n t i a l  
d ev o l u t i o n  o f  po l i t i c a l a u t ho r i t y  o v e r  publ i c  expend i t u r e , and 
s o m e d ev o l ut i o n  o f  t axa t i o n  po we r s , t o  prov inc i a l  g ov e r nm en t s .  
Ho w ev e r , t h i s  ha s no t had a s i gni f i c an t  i m pac t on t he mac r o ­
e c onom ic agg r eg a t e s .  Al l b u t  a f e w p e r  c en t  o f  prov in c i a l  
revenue s are received from the na tional government i n  one fo rm or 
ano the r : prov inc i a l  g ov e r nm en t s '  own r ev enue c o l l e c t i o n s  a r e  
e s t i m a t ed a t  only K 3 . 5  m i l l ion i n  1 9 8 2 .  Ne t b o r r o w i ng s  o f  
prov inc i a l  governmen t s , o t he r than from o r  through the national 
government , are al so small.  Thus the na tional budge t statements 
tell a reasonably complete story of  government fi scal operations . 
Mo st na tional government grant s to provinces have been in lieu of 
paymen t s  once mad e d i r e c t l y ,  and to d a t e  d o  no t s e e m  t o  have l ed 
to a signi ficant increase in to tal publ ic expendi ture. However , 
t he po l i t i c s  o f  n a t i o n a l - c e n t r a l  g overnment financ ial relati ons 
has not yet b e en t e s t ed when the g ov e r nm e n t  i s  s e eking a 
substant ial reduction in the real value of grants , as it was doing 
in 1 9 8 3 .  Nev e r t h e l e s s ,  t he t axa t i o n  po w e r s  of p r o vinc i a l  
g o v e r n m e n t s  h a v e  r a i s e d  a n x i e t i e s  i n  b u s i n e s s  a b o u t  t h e  
po s s i b i l i t y  o f  arbi trary impo si tions in future.  
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Mone tary policy 
S m a l l  open econo m i e s  l ike Pa pua Ne w Gui n e a  are  l i ab l e  to 
expe r i e nc e l a rge f l uc t ua t i o n s  i n  money s up p l y  in r e s po n s e  to 
m ov e m e n t s  in expo r t  pr i c e s  and the b a l anc e of paymen t s .  The s e  
f l uc t ua t i o n s  c an gene r a t e  in s t ab i l i t y  i n  d o m e s t i c e c o nom i c  
ac tivi ty and price s .  
Bud g e t a r y  p o l i c y  i n  Papua Ne w Gui n e a , bui l t  a r o und the 
ma int enance of a s t eady t r end i n  r e a l  expend i t u r e  thr ough 
f l u c t ua t i o n s  in r e v enue , and the s t e r i l i z a t i o n  of pa r t  of the 
f l u c t u a t i o n s  i n  b u d g e t  r e s u l t s  i n  t h e M i n e r a l  Re s o u r c e s 
S t ab i l i z a t i o n Fund , r ed uc ed m one t a r y  i n s t ab i l i t y .  But t he 
ins tability has rema ined large , as i t  i s  in other small pr imary­
expo r t i ng ec onom i e s , i nc l ud i ng t ho s e  wi th r e l a t i ve l y  g o od 
reputa tions for mone tary management.  
In Pa pua New Gu i ne a ' s c a s e , large inc r e a s e s  i n  money s upp l y  
in 1 9 7 6  and 1 9 7 7  par t l y  re f l e c t e d  the  g ro w t h  i n  c o n f id ence i n  
m o ne t a r y  p o l i c y  a f t e r Ind e pend enc e .  Money s upp l y  ( M 3 ) had 
c o n t r ac t ed b y  an e x t r ao rd inary 2 3  per c en t  i n  1 9 7 5 ,  d e s pi t e  
d oubl e- d i g i t  i n f l a t i o n , par t l y  t hr o ugh c api t a l  out f l o w  i n  
anticipation o f  exchange control s  and kina devaluation. Par t of 
t h e d e c l i n e  in m o n e y  s u p p l y  in 1 9 7 5  a l s o  r e f l e c t e d  t h e  
c o n t inua t i o n  o f  t he ext r e m e  mone t a r y  in s t ab i l i t y  in l ine wi t h  
fluc tuat ions i n  external economic cond i tions which had long been a 
f e a t u r e  o f  t he Papua New Gu inea mone t a r y  s y s t em .  For exam p l e , 
money s up p l y  had inc r e a s e d  by 6 4  p e r  c en t  in r e s po n s e  t o  high 
export prices in  1 9 74.  The value of  no tes and coins in  c i rculat ion 
plus cheque account deposi ts ( M 1) contrac ted fur ther in 197 6 ,  the 
f i r s t  ye ar in wh i c h  r e s id en t s  w e r e  c o m pe l l e d to ho ld l o c a l 
financ ial asse t s  in kina , al though increa ses in intere st-earning 
depo s i t s  later in the year were responsible for the expansion of 
b r o ad m o ney { M 3 ) in the year as a who l e .  Mo d e s t l y  c o un t e r ­
c y c l i c a l  f i s c a l  p o l i c y  c o n t r i b u t e d  to the  r educ ed mone tary 
in s t ab i l i t y a f t e r  1 9 7 7 .  ( S e e  Tab l e s  3 . 6  and 7 . 4 for r a t e s and 
source s  of  mone tary growth.) 
The stabili zation fund s for copra , co ffee and cocoa reduced 
m o n e t ary ins tabi l i t y .  Al l d ev e l o p ed s ub s t an t i a l r e s e rve s when 
expo r t  p r i c e s  were exc e p t i o n a l l y  high b e t ween 1 9 7 6  and 1 9 7 9 .  
About 60 per cent o f  the funds' re serves have been depo si ted with 
the Bank of Papua Ne w Gui n e a  in r e c en t  year s .  Mo s t  of the 
r e ma i nd e r  ha s b e en d e po s i t e d w i t h  the  t r ad i ng b anks and so has 
been available to  support increased bank lend ing . Thus about 40 
p e r  c en t  of the  g r o w t h  in a s s e t s o f  t he f und s d i d no t r e s t r i c t  
mone t a r y  g r o wth i n  the s a m e  w a y  a s  t he m a j o r i t y whi c h  was  
deposited wi th the central bank. Di sbur sements from depo s i t s  held 
w i t h  t he Bank of Pa pua Ne w Gui n e a  over the l a s t  c o up l e  o f  yea r s  
have reduc ed the mone tary contrac tion as sociated with l o w  export 
pr i c e s .  The c o f f e e and c o c o a  fund s ,  w i t h much h i g he r  r a t e s  o f  
l ev i e s  ( S O p e r  c en t  o f  m a r g i n a l  v ar i a t i o n s  i n  pr i c e  a t  h i gh 
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Table 7 . 4  
Chanie s  in monetarr and credi t  aiireiates 
(K million) 
Annual change 
1 976a 1977 1978 1979 1980 1981 1982d 
Determination of money supply 
Private sector cred it 25 57 34 7 5  3 9  29 
- seasonal loansb n . a .  5 6 -3 1 5 2 
- other n . a .  20 51 38 73 34 27 
Net credit to government 44 -14 10 22 -20 28 -8 
- MRSF depositsc n . a . -2 1 1  - 1  -52 10 22 
- other -12 -1 23 32 18 -30 
Other items (net) -13 ! !. -22 1 -12 -21 
Domestic assets 33 13 68 34 60 55 
Net foreign assets � 138 -47 89 -79 -53 l 
Total money supply M3 92 1 50 21 123 -19 
Coml!onents of money supElr 
Currency 13 9 5 6 3 3 -4 
Cheque deposits* n .a .  24 l .!l l -9 -8 
Narrow money supply n . a .  33 8 1 9  6 -6 -12 
Savings deposits* 11 6 12 7 6 8 
Term deposi ts* n . a .  2 1  ! 24 !... � 1 7  
Broad money supply M3* 69 66 1 6  55 20 30 13 
Stabilization Fund deposits 68 3 5  4 2  8 -19 -6 
BCL deposits 23 .!!... -30 � -47 -19 -4 
92 150 21 123 -19 ! l 
Growth rates % % % % % % xe 
M1* n . a . 25 5 1 1  3 -3 -6 
M3* 44 29 5 18 5 8 3 
M3 49 54 5 27 -3 
Private sector cred i t  2 23 41 18 33 13 
Denotes that the monetary aggregate excludes deposits of BCL and the commodity stabilization 
fund s .  Some minor errors in arithmetic are due to rounding . 
a 
b 
Source : 
Change over end of January 1976 figure. 
Seasonal loans to exporters of coffee and cocoa . 
Mineral Resources Stabilization Fund deposits held with the Bank of Papua New Guinea: 
- negative sign indicates an increase in deposi t s . 
Change over the nine months period ended 27 Sept 1982 . 
Growth rates since Dec 1 981 . 
Bank of Papua New Guinea . 
pr i c e s ) , and w i t h  ob j e c t i ve t r i gg e r - p o i n t s fo r c o l l e c t i o n  o f  
l ev i e s b a s ed on hi s t o r i c a l  av e r a g e  pr i c e s ,  have b e en m u c h  m o r e  
effec tive in stabili zing villager s '  incomes and the money supply 
than the copra fund . 
Beyond t he m od e s t l y  s t ab i l i z i ng e f f e c t s  o f  t he c a sh c r o p  
funds , and the steady trend i n  public expenditure suppor ted b y  the 
m in e r a l s fund , t he autho r i t i e s  a d o p t e d a r e l a t i v e l y  p a s s i ve 
a p proach t o  mone t a r y  expan s ion in t he f i r s t  f o ur ye a r s  o f  
Independence .  Lower limits were set on the proportion o f  trading 
bank a s se t s  to be held in li quid a s set s ,  government secur i t ie s  and 
d e po s i t s  w i th t he Bank o f  Pa pua New Gui ne a .  I n  t he s e  t i m e s  o f  
rapidly increa sing depo s i t s  ( except for 1 978) , bank liquidi ty was 
so far  in exc e s s  o f  r e qu i r e d l eve l s  t ha t  t he r u l e s  w e r e no t 
restric tive . 
Dur ing thi s p e r i o d  the t r ad ing banks h e l d  s ub s t an t i a l  
depo s i t s  with the Bank of Papua New Guinea , which could there fore 
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exercise considerabl e inf luenc e on the general level of interest 
r a t e s  t h rough t he r a t e s  t ha t  it  o f f e r e d .  The Bank a l s o f ixed 
saving s bank deposit  rates and issued direc tives on movements in a 
weighted average of trad ing bank lend ing rates .  Domes tic interest 
r a t e s  were a l l owed t o  r i s e  above equival ent  Aus t r a l ian r a t e s  in 
the early months of  mone tary independence , but fell through 1 9 7 7  
and f o r  t h e  nex t f e w  year s wer e g ener a l l y  b e l o w  i n t e rna t i onal 
level s .  Many re sident s s t ill thought i t  worth holding kina assets  
because of  the wides pread confidence that the kina was more l ikel y  
t o  g a i n t han t o  l o s e  v a l ue ag a i n s t  s uc h  c ur r enc i e s  a s  t he 
Aus t r a l i an and Un i t ed S t a t e s d o l l a r s .  Ho wever , par t i c ul ar l y  
during 1 9 7 8 ,  firms took advantage o f  the relatively low dome s t ic 
int e r e s t  r a t e s and t he hi g h  l i qui d i t y o f  the b anking sys t e m  to 
re finance ext ernal deb t  locally. When fore ign exchange re serves 
were  f a l l ing l a t e  in 1 9 7 8 ,  t he c en t r a l  bank a s ked the t r ading 
banks to re frain from further ref inanc ing of  foreign debt . 
Through t hi s pe r i o d , mone t a r y  po l i c y  i s  b e s t  d e s c r ibed a s  
pa s s i ve . Even Bank o f  Papua Ne w Gu inea d i r e c t ive s o n  i n t e r e s t  
rates did lit tle more than antic ipa te the marke t .  
There wa s a s h i f t  t o ward s m o r e  ac t ive a n d  i n t e rvent ioni s t  
m one t a r y  po l i c y  f ro m  ab out l a t e  1 9 7 9 o r  e ar l y  1 9 8 0 .  The Bank o f  
Papua New Gu inea b eg an t o  ar t i c u l a t e  a g ener a l  g o a l  o f  l o w  and 
stable growth in the money supp ly, to moni tor monetary gro wth more 
c l o s e l y  and t o  u s e  a r ang e o f  in s t rumen t s  to c o n t r o l  i t .  The 
concept of  M3* was developed to 'more truly reflect the changes in 
li quidi ty occurring in the pr iva t e  s e c t o r  g ene r a l l y' . At f i r s t , 
the b anks r e m ained hi ghl y l i quid  and in t e r e s t  r a t e s  r e m ained 
s t e ad y  and b e l o w  m o s t  i n t e r na t ional r a t e s .  E a r l y  i n  1 9 80 ,  w i t h  
export prices high,  the balance of  payment s  strong and the banks 
highly liquid , the Bank of Papua New Guinea sought deliberately to 
encourage an expansion of bank lend ing . A target of KSO mill ion 
i nc r e a s e  in pr iva t e  s e c t o r  l e nd i ng wa s made publ i c .  When t he 
monetar y environment began to tighten in the second quar ter , the 
Bank reduced the minimum li quid assets  ratio from the long s tand ing 
level of 2 5  per cent to 20 per cen t , and introduced formal lender­
o f -la s t- r e s o r t  fac i l i t i e s  f o r  the c o m m e r c i a l  banks . The 1 9 80 
Annua l Re p o r t  o f  t he Bank s t a t ed tha t  ' t he s e  m e a s ur e s  w e r e  
d e s igned to e n s u r e  t he c o n t inui t y  o f  t h e l e nd i ng p r o g r a m m e  ov e r  
period s when liquidity would b e  tight ' .  
In August 1 980 there was a sharp rever sal of  monetary pol icy,  
o c c a s i o ned by t he d e t e r i o r a t i o n  i n  t he external environment and 
the slackening in fi scal pol icy. Interest rates were rai sed by two 
percentage point s and expansion of bank lend ing discouraged . 
Early in 1 98 1 , the Bank announced commi tment to cont inua tion 
of the tight monetary policy of late 1 980 , and set targets of 7-1 1 
per cent for growth in the broad money supply and K45 million for 
gro wth in bank lend ing . In February the Bank rai sed its depo s i t  
and lender-o f-las t-resort interest  r a t e s  b y  a fur ther percentage 
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po i n t  a n d  r e que s t e d  a s i m i l ar incr e a s e  in r a t e s u s e d  b y  t he 
t r ad i ng b anks . Ra t e s  w e r e r a i s ed b y  a f ur t he r  t wo p e r c en t age 
po i n t s  i n  June . Soon a f t e r , as  the t r ad ing b anks fell  b e l o w  
required l i quidity ratios for the fir s t  t ime , central bank rates 
ceased to be highly inf luential as the trad ing banks bid up rates 
in search o f  increa sed depo s i t s .  One response was for firm s  wi th 
international connect ions to seek short-term loans abroad , but the 
B ank d i s c o uraged t h i s  f o r  f e a r  o f  l o s i ng c o n t r o l  over  d om e s t i c 
monetary aggregate s ,  and for concern that the repayment o f  the se 
loans would exac erbate future balance o f  payment s  problems . 
It i s  no t clear to wha t extent the changed of ficial stance o f  
mone tary pol icy bet ween 1 9 8 0  and 1 9 8 2  a f f e c t ed ec o nom i c  even t s .  
The Bank did no t seek to enforce targets  on bank lend ing ; and its  
ac t i o n s  on i n t e r e s t  r a t e s  w e r e  m e an t  t o  r e i n f o r c e  t e nd enc i e s  
d e r i v ed f r o m  m ar ke t  p r e s s ure s .  But t o  the exten t tha t the m o r e  
ac t i ve p o l i c y  wa s e f f e c t ive , i t  l e d  t o  m o r e  r a p i d  expan s i o n  o f  
lend ing in buoyant times early in 1 980 and reinforced contrac t ion 
in l a t e  1 9 8 0 and 1 9 8 1 .  The Bank i n  i t s  publ i c  s t a t e m en t s  s a i d  
tha t the mo tive for the early expansion was the need t o  stimulate 
' r e c o v e r y ' in e c o n o m i c  a c t i v i t y ,  a n d  t o  c o un t e r a c t  t h e 
' c o n t r ac t i o n a r y ' i m pac t o f  a l a r g e  bui l d -up in r e s e r ve s in the 
M i n e r al Re s o ur c e s  S t ab i l i z a t i on Fund . The f i r s t  a s p e c t of t he 
mo tive seems to have been based on an erro r o f  fac t :  the pr ivate 
s e c t o r  of t he e c o no m y  o u t s i d e  Boug a i nv i l l e  Copper had b e en 
expand ing r a p i d l y  for two y e ar s .  The s e c ond wa s b a s e d  on a 
mi sconcept ion o f  the role o f  the Mineral Re sources Stabili zat ion 
Fund : the rapid increase in reserves when metal pr ice s  were high 
was 'contract ionary' only in com par i son with what would have been 
the case had the reserves been spen t .  ' Contrac tion' in thi s sense 
was entirely appropr ia te at the time and was not a ssocia ted with 
any downward pre s sure on real economic ac t ivi ty. 
The c o n t r o l s  on s ho r t - t e r m  f o r e i g n  b o r r o w i ng in t he s e c o nd 
hal f  o f  1981  seem to have inc reased bus ine s s  uncer tainty,  and , to 
t he ex t en t  t h a t  t hey were  e f f e c t i ve , would have exac e r b a t ed t he 
r e c e s s i o n  wi tho u t  a l l ev i a t i ng the p r e s s u r e  o n  the b a l an c e  o f  
payments . 
Dur ing the per iod of more ac tive monetary policy from 1 980 to 
1 9 82 ,  the Bank was announc ing more targets than it could hope to 
control .  In an open economy in which the exchange rate is se t by 
t he a u t ho r i t i e s , var i a t i o n s  in the b a l anc e of paym en t s  w i l l  
inev i tab l y  l e ad to  l a r g e  var i a t i o n s  in t h e  r a t e  o f  m one t a r y  
g r o w t h .  Money g r o w t h  t a r g e t s  w i l l  be im po s s i b l e  t o  e n f o r c e  
ex c e p t  t hr o ug h  d r ac o nian in t e rv en t i o n  in t h e  r a t e  o f  d om e s t i c  
cred i t  creation. A further internal inconsi s tency i s  int roduced 
to po l i c y  i f  b ank l end ing t a r g e t s  a r e  ad d ed to m oney g r o w t h  and 
exchange rate targets .  The a t tempt at over-determ ina tion of the 
mone tary aggregates i s  com pounded when the authorities  a t tempt to 
con trol the pr ice o f  money ( intere s t  rates)  as well as the volume.  
Changes in external or domestic economic cond i tions will mean tha t 
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at lea s t  three o f  the four targets will be a s tray, and a t tem pt s to 
enfo r c e  all t a r g e t s  w i l l  gene r a t e uncer tainty,  distortions and 
ins tability . 
It i s  a different mat ter i f  the monetary aggregates announced 
by t he a u t ho r i t i e s  a r e  s e en a s  pro j e c t i o n s  r a t he r  t han t a r g e t s ,  
and no ser ious at tempt s are made to enforce them si mul taneously. 
Such pro j ec t ions may provide the pr iva te sec tor wi th some useful 
g u i d anc e on l ike l y  mone t a r y  cond i t i o n s . The y a l s o  he l p  t o  
identify i n  advance periods o f  mone tary t ightne s s .  By late 1 982 , 
the var ious announced targe t s  were being seen more in thi s light 
by the authori ties . 
The reac tions of the mone tary autho r i ties from mid-1 980 wer e 
s t r o n g l y  i n f l u e n c e d  b y  t h e i r p e r c e p t i o n t h a t  g o v e r n m e n t  
expend i ture was out o f  control . Thus the tightening o f  mone tary 
po l i c y  b e t we e n  m i d- 1 9 8 0 and l a t e  1 9 8 1  was par t l y  an a t t e m p t  t o  
c o m p en s a t e  f o r  l o o s e  f i s c a l  po l i c y . In a s m a l l  o p e n  e c o no m y ,  
mone tary pol icy alone i s  powerle s s  t o  maintain economic s tability.  
It c an play i t s  proper ro l e  onl y as an ad j unc t to  so und f i s c a l  
pol icy. W e  return t o  these i s sue s  la ter i n  thi s chapter . 
Oligopoly in banking and the s e t t ing o f  interes t rates 
The autho r i t i e s  a p p e a r  t o  have had a . m a j o r  ro l e  in the 
s e t t i ng of i n t e r e s t  r a t e s t h roughout t he per iod  s i nce  mone t ar y  
independence .  W e  generally favour a l e s s  interventioni s t  approach 
to interest  ra tes.  However , the extent to which banking services 
can be provided at reasonable pr ices , wi thout intervention by the 
a u t ho r i t i e s , d e pend s c r i t i c a l l y  on t he d e g r e e  o f  c o m pe t i t i on in 
banking . 
The r e  w e r e  f o ur c om m e r c i a l  banks o p e r a t ing in Papua Ne w 
Guinea at the beg inning o f  1 98 3 ,  with the opening o f  two further 
c o m m er c i a l  banks i m m inen t .  The ex i s t ing b anks had g r o wn f r o m  
b anks s e t  up b e f o r e  Ind e pe nd enc e . The s e  b anks w e r e  o r ig ina l l y  
e s t ab l i shed to  s e r v i c e t h e  expa t r i a t e  c o m m un i t y  and , a l though 
there has been sub s tant ial im provement in recent years , they are 
s t i l l  l e s s  t han per f e c t l y  a d a p t e d  to the n e w  Papua Ne w Gui n e a  
environment . 
Co m m e r c i a l  banki ng in Pa pua Ne w Gui n e a  can b e  b r o ken d o wn 
i n t o  t he t hr e e  m a i n a r e a s  o f  i n t e r na t ional  b anking , who l e s a l e  
banking a n d  r e t a i l  b anki ng . In t h e  f i e l d  o f  i n t e r n a t ional  
b ank i ng , t he s e rv i c e s  o f f e r e d  by  t h e  b a n k s  a r e  g e n e r a l l y  
cons idered to be o f  high quality al though they do operate wi thin 
t ight guidel ine s e s tabli shed by the Bank of Papua New Guinea. The 
arr ival of new banks enj oying close working relat ions wi th the ir 
i n t e rna t ional a f f i l i a t e s  i s  expec t ed to  s har pen the d eg r e e  o f  
competi tion in thi s area. 
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In the who l e s a l e  b anking ar e a , i nv o l v ing the p l a c e m en t  o f  
l a r g e  d e po s i t s  and l o an s  f o r  t he w e l l-e s t a b l i shed b u s ine s s  
c o m m un i t y ,  c o m pe t i t i o n  s e e m s  t o  have b e en keen . Two m ov e s  t o  
he i gh t en t he d eg r e e  o f  c om pe t i t ion i n  t h i s a r e a  w e r e  t he 
establ ishment o f  a local merchant bank (Resources and Investment 
F i nanc e Li m i t ed )  and the i n t r o d uc t i o n  o f  Tr e a s ur y  B i l l s  as an 
investment medium for the publ ic . 
I t  i s  i n  the a r e a  o f  r e t a i l  banki ng tha t m o s t  c r i t i c i s m ha s 
been levied at the commercial banks . Of the four original banks , 
two ( the Papua New Guinea Banking Corporation and Wes t pac) have a 
l a rg e  s p r e ad o f  b anking br anc he s ,  s ub-b r a nc he s and a g e nc i e s  
throughout the country. The remaining two have a l im ited number 
of outlets  and do no t provide a com prehensive na tion-wide service 
(al though they do have branche s or agenc ies in a few major areas 
of commercial ac t ivity) . The ne w banks al so have a limi ted number 
o f  outle t s .  
The b anks a r e  o f t en cha r g e d  wi th b e ing in s e n s i t i v e  to  the 
n e e d s o f  Pa pua New Gu ine a , b e  they the n e e d s of the b u s ine s s  
communi ty o r  the general deposi to r .  In the area o f  lend ing , the 
b ank s '  s e c ur i t y r e qu i r e m en t s a r e  m a i n l y  b a s ed upon Au s t r a l i an 
gui d e l i n e s , and the r e f o r e can ac t to l i m i t  l end i ng to na t i o na l  
bus ine ssm en ,  par ticularly in areas such as agr icul tural inve s tment 
whe r e  g e s t a t i o n  pe r i o d s  of t r o p i c a l c a sh c r o p s  a r e  l ong . The 
Cr e d i t  Guar a n t e e  Scheme and Na t i onal  Inve s t o r  S c heme have b e en 
e s t ab l i shed by the governm en t to f o s t e r  g r e a t e r  l end ing to  
na t ional businessmen and to coun ter the more conserva t ive secur i ty 
requi rements  of the banks . Al so , the Papua New Guinea Development 
Bank i s  d i r e c t e d by i t s  char t e r  to me e t  t he f i nanc i a l  n e e d s o f  
such national enterpr ises . 
The servic ing of small depo s i tors , including the payment of 
i n t e r e s t  on p a s sbook s av i ng s a c c o unt s ,  ha s r e c e ived c o n t inuing 
at tention by both the commercial banks and the central bank. The 
c om m e r c i a l b anks have a rgued that  the c o s t  o f  o pe r a t i ng s uch 
ac c o un t s  exc e ed s t he b en e f i t of having ac c e s s  t o  the fund s 
involved . I t  is no t surpr i s ing therefore that no t all banks have 
sought to bui ld up the number of their sub-branche s and agenc ies 
i n  r e c e n t  ye a r s  to a t t r a c t  thi s t y pe of d e po s i t o r .  Ho w ev e r , t he 
g ov e r nm en t  autho r i t i e s  have again i n t e rvened and have r e qu i r e d  
b anks t o  p a y  i n t e r e s t  o n  the s e  s a v i ng s  d e po s i t s , a l t hough a t  a 
rate far below that received on loans . 
The available evidence i s  no t clear on whe ther oligopoli s t ic 
b e ha v io u r  i s  p r e s e n t  w i thin the c o m m e r c i a l  banki ng s e c t o r .  A 
senior Bank o f  Papua New Guinea o f f ic ial has described the banking 
s e rv i c e s  o f f e r ed by t he c o m m e r c i a l  banking s e c t o r  in Pa pua Ne w 
Guinea as 'below interna tional s tandards '  . 1 Does  the banks' high 
1 .  Paul M .  D i c ki e , ' Co m m er c i a l  banking in Pa pua Ne w Gui ne a ' s  
d ev e l o p m en t ' , in  Bank o f  Pa pua Ne w Guine a , Qua r t e r l y  E c ono m i c  
Bulletin,  March 1 98 1 .  
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pro fi tability over mos t o f  the per iod since Independence indicate 
the pre sence of  ol igopoly ?  I n  comment ing upon thi s pro fi tability,  
t he o f f i c i a l  ob s e rved tha t i t s  a c h i e v e m e n t  ha s no t l e s s ened the 
b a n k s '  g o o d  r e c o r d in s t a f f  t r a i n i n g and l o c a l i z a t i o n .  
Conse quen t l y , t he c o n s e rv a t i s m  o f  t he b anks i n  a r e a s  o f  l end i ng 
and borrowing pol icy may be l i t tle more than a carry-over of the 
c o n s e rv a t i s m  tha t has been a f e a t ur e  o f  the Au s t r a l ian b anking 
sys tem .  The introduc t ion of  ne w banks could help break down thi s 
c o n s e rv a t i s m  and pro m o t e  g r e a t e r  c om pe t i tion among st  banks for 
client s . 
Bank of Papua New Guinea official s ,  ho wever , believe that the 
absence of ef fec t ive compe ti t ion requires countervailing controls 
on interest rate s .  We are no t cer tain tha t thi s i s  the case , but 
with thi s unc ertainty do no t advoca te a complete wi thdrawal of the 
Bank from the se t ting of rate s .  However , we strong ly recommend a 
m inimum o f  intervention in any par t s  of the m arket tha t  appear to 
b e  o p e r a t i ng c o m p e t i t i v e l y .  W he r e  intervention is  required , we 
urge t he a u t ho r i t i e s  to a i m  at s e t t i ng r a t e s t h a t  would have 
b r o ught t he supp l y  and d e m and f o r  fund s i n t o  b a l an c e  in a 
com pe ti t ive m arke t .  
External balance 
Papua New Guinea' s external accounts wer e st rong in the ear ly 
ye a r s  of m o n e t ar y  i nd e pe nd enc e , w i t h  a s u r �l u s  on the c u r r ent 
a c c oun t i n  each of  t he f i r s t  four year s ,  inc l ud ing 1 9 7 8  when 
c o m m od i t y  pr i c e s  were l o w e r  ( Ta b l e  3 . 5 ) .  The n e t  f o r e i gn 
indeb tedness  of the Papua New Guinea private and public sec to r was 
about K2 3 0  m i l l i o n  at t he t i m e  o f  m o ne t ar y  ind e pend e nc e .  Th i s  
w a s  c onv er t e d  i n t o  a s m a l l  ne t c r ed i t o r  po s i t i o n  b y  t he end o f  
1 9 7 9 .2 Thi s external s treng th was achieved wi thout tight controls 
on fo r e i gn paymen t s , wh i c h  s ugg e s t s  tha t the e c o no m y  was in 
ex t ernal b a l anc e .  In t ho s e  f o ur y e ar s , f r o m  1 9 7 6  to 1 9 7 9 ,  t he 
av e r age purcha s i ng power o f  pr i c e s  f o r  m a j o r  Pa pua Ne w Gui n e a  
exports w a s  only about 1 p e r  cent above the average for the 1 970s  
a s  a who l e . Thus t he s t r o ng ex t e r na l  po s i t i o n  w a s  no t the r e s u l t  
of  except ionally favourable t e rm s o f  t r ad e  ( Ta b l e  3 . 2 ) , a l t hough 
the 1 9 7 0 s  average t e r m s  of t r ad e were hi g he r  than tho s e  of t he 
1 980s are expec ted to be . 
The h i g h  fo r e i gn exchang e r e s e rv e s  and the l o w  over s e a s  
ind eb t edne s s  o f  bo t h  t he pub l i c  and p r i v a t e  s e c t o r s  p l a c ed t he 
economy in a strong posi tion to weather the storm s which were to 
f o l l o w .  The y a r e  perha p s  t h e  m a i n  r e a sons  why Pa pua New Gu i n e a  
2 .  See Tab l e  3 . 7  f o r  ov e r s e a s  d e b t  o f  t he pub l i c  s e c t o r  and 
Boug a i nv i l le Copp e r , and f o r  n e t  f o r e i gn a s s e t s  of t he b anki ng 
system . The statement in the text is made tentatively ,  since no 
a u t ho r i t a t ive d a t a  a r e  ava i l ab l e  o n  p r iva t e  d e b t o t her t han f o r  
Bougainville Copper and the trad ing banks . 
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has no t yet suff ered the depth of e�onomic cri s i s  experienced by 
m o s t  Af r i c an ,  La t in Am e r i c an and C a r i b b e an p r i m a r y-expo r t i ng 
countries through the world rec e s sion which commenced in 1980.  
There was a marked weakening o f  the current account f rom the 
second quar ter o f  1 980 , and the deficit  for the whole o f  1 980 was 
roughly equal in size to the accumulated surpluse s o f  the previous 
f o ur year s .  Thi s wo r s ened in 1 9 8 1 , the d e f i c i t  o f  K2 9 0  m i l l i o n  
representing more than hal f  the value o f  export s .  
How d o  we explain the extremely weak curren t account i n  1 98 1 , 
com pared with the s trong current account o f  the preced ing year s ?  
Term s  o f  trade lower than the average f o r  the 1 9 7 0 s  contr ibut ed to 
a s ho r t f a l l  in expo r t  s a l e s of perha p s  K 6 0  to K 7 0  m i l l i o n ;  t he 
real value o f  Aus t ral ian aid was KlS to K20 mill ion lower than in 
t he l a s t  g o od year  ( 1 9 7 9 ) ;  and h i g h  i n t e r na t i onal  r e a l  i n t e r e s t  
rates combined with sharply increased foreign deb t to add perhaps 
K3 0 to K40 m i l l i on t o  n e t i nv i s i b l e  d e b i t s .  L a r g e - s c a l e  
expend i ture on cons truc tion a t  Ok Ted i commenced during the year , 
wi th inve s tment o f  K26 million contr ibuting to the current account 
d e f i c i t  but b e i ng f i nanc ed p a in l e s s l y  f r o m  c a p i t a l  in f l o w .  
Inve s t m e n t  t o t a l l i ng abo ut K 3 0  m i l l ion a t  Boug a i nv i l l e was  
und e r taken to  c oun t e r ac t the e f f e c t s  o f  f a l l ing o r e  g r ad e s  o n  
mineral output . Interna t ional freight rates ro se in the years up 
to 1 98 1 .  add ing to invisible debi t s .  Mos t  of the remainder of 
the 1981  current account weaknes s ,  and o f  the de ter iora t ion from 
1 97 9 ,  mus t be attribut ed to adver se developments  in the domestic  
e c o n om y , inc l ud i ng t h e  d e c l ine i n  ore  g r ad e  a t  Boug a i nv i l l e a nd 
the r i s i ng co s t s  f a c ed b y  i nd us t r i e s  p r o d uc ing t r ad ab l e  g o o d s 
rela t ive to internat ional c o s t s  and price s .  
I t  seem s ,  a t  least in hind sight , that the economy has been in 
a s tate of external imbalance since the beginning of 1 98 1 .  Some 
of t he caus e s  of the weak c ur r e n t  a c c ount in 1 9 8 1 i n t r o d uc e d  in 
t he p r e v i o u s  p a r a g r a ph s  are par t l y  r ev e r s i b l e .  At s o m e  t i m e  in 
the 1980s term s of trade wil l  rise above 198 1 level s ,  al though the 
World Bank cautions that thi s  may no t be until late in the decade . 
In t e rna t i o na l  i n t e r e s t  r a t e s  have fa l l en sub stantially,  but the 
r ed u c e d  p r e s s ur e  on t he c ur r en t  a c c o un t  which t h i s  en t a i l s  i s  
par tly off  set  by continued inc rease s in net foreign indebtedne s s  
through 1 982.  Agr icultural expor t  volumes seem to have been low 
in 198 1 because o f  temporar ily poor growing cond i tions . Al though 
Papua New Guinea has not sought any increase in aid to the levels 
of earl ier year s ,  the Aus t ral ian Government ha s agreed to review 
t he f u t u r e  r a t e  of aid r ed uc t i o n .  The r e  is no need for c o nc e rn 
a b o u t  t ha t  p a r t o f  the c u r r e n t  a c c o un t  d e f i c i t wh i c h  i s  
a t t r i b u t a b l e  d i r e c t l y  to  the  exc e p t i on a l l y  h i g h l ev e l s o f  
inve s t m e n t  i n  l a r g e - s c a l e  m ining and m in e r a l  explo r a t i o n .  But 
when acc o un t  i s  t aken of t he s e  c o n s i d e r a t i o n s , t h e r e  is no 
avoiding the unpleasant conc lus ion tha t i f  external balance were 
to be sought by restric tions on expendi ture alone , wi thout support  
from downward ad j us t ment o f  the cost of labour and non-tradable 
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g o o d s r e l a t i v e  t o  t r a d a b l e  g o o d s '  p r i c e s , r e a l  d o m e s t i c  
expend i t u r e  would need t o  b e  r e d u c e d  b y  over KlOO m i l l i o n  f r o m  
1 9 8 1  l ev e l s  t o  r e s t o r e  e x t e rnal  b a l ance o v e r  t he n e x t  c o u p l e  o f  
year s . 
The a m oun t  o f  r ed uc t i o n  in g o v e r n m e n t  expend i t ur e and the 
rate o f  reduc tion that is appropr iate depend on expec ta tions about 
gro wth in the economy and other considerat ions , which can only be 
a s ses sed through use of a macro-economic model.  Project ions us ing 
the Na t i onal P l ann i ng O f f i c e ' s  m o d e l , wh i c h we exam ined in June 
and Aug u s t 1 9 8 2 , s ug g e s t ed t ha t  a 4 per c en t  r e al r educ t i on in 
pub l i c  expend i t ure  i n  1 9 8 3  f o l l o wed by 2 p e r  cent i n  1 9 8 4 , 
combined wi th the s quee ze impo sed on priva te expenditure by the 
ongo ing recession , would put the economy on a path lead ing to the 
r e s t o r a t i o n  o f  ex t e rnal b a l anc e .  Thi s r e s ul t  w a s  ba s ed on t he 
assumpt ion that the reque s t  on Aus tral ian aid would be met . There 
w e r e  o p t i m i s t i c a s s um p t i o n s  about t he buo yanc y of d o m e s t i c 
r e v e n ue . I t  i n d i c a t e d  t h e l o w e r  e n d  o f  a r a n g e  o f  pu b l i c  
expend i ture reduc t ion that m ight need to be achieved . The model 
took account of the fal l  in private expendi ture from the average 
l ev e l s  o f  1 9 8 1  in l ine w i t h  t he f a l l  in i nc o m e s that  had b e en 
o c c ur r i ng . Ind e e d , t he pr o po r t i o na t e  d e c l ine in ac t i v i t y  f r om 
1 9 8 1  l ev e l s  was  s ub s t an t i a l l y  g r e a t er i n  t he p r i v a t e  s e c t o r  
out s i d e  t h e  b i g  m i n e s  t h a n  in t h e  pub l i c  s e c t o r  wi thin the 
ad jus tment sc enario di scus sed in thi s paragraph. 
Conclusions on expendi ture policies and external balance 
At the time of wri ting the Papua New Guinea economy had been 
in external imbalance for t wo years .  The slow adj us tment to new 
c ircum stanc es - and the perverse response when public expendi ture 
o n  g o o d s and s e rv i c e s  expand ed r a p i d l y  i n  1 9 80 and e a r l y  1 9 8 1  -
have inc r e a s e d  the pa in o f  t he ad j us t m e n t  tha t mus t no w b e  
endured. A large downward ad j us tment i n  real expenditure - over 
KlOO m i l l i o n  f r o m  1 9 8 1  leve l s  in the pr iva t e  and pub l i c  s e c t o r s  
t o g e t h e r  - m u s t  b e  e f f e c t ed i f  expend i t ur e  pol i c i e s  a l o ne are 
ad j u s t e d , and s o m e wha t l e s s  if  t h e y  are suppo r t e d  by e f f e c t i ve 
' swi tching ' policie s  ( see Chapters S and 8 ) .  
There are important les sons for fi scal adm ini s tration i n  the 
r e c ent pa s t .  One i s  an o ld l e s son abo ut t he i m po r t ance o f  
ex pend i t ure  c o n t r o l  i n  l i ne wi t h  Bud g e t  e s t i m a t e s .  A s e c ond 
underline s the impor tance of  prompt change s in the trend growth of 
pub l i c  expend i t ur e in the l i ght of permanently al tered economic 
pros pec t s .  A thi rd relate s to the high costs  of allo wing short­
t e r m  cons i d e r a t i o n s  t o  a f f e c t d ec i s i o n s  on the u s e  o f  M i n e r a l  
Re sources Stabili zat ion Fund re s e rv e s .  C l o s e l y  r e l a t ed t o  t hi s ,  
i t  i s  i m po r t a n t  tha t ex pend i t ure  p l an s  b e  b a s e d  on c o n s e rv a t i ve 
e s t i m a t e s  o f  f u t ur e  g o ld pr i c e s .  On t he f i r s t  t h r e e  o f  t he s e  
points , what i s  required i s  a return t o  effec tive adm inistration 
of wha t have l o ng b e en publ i c l y  announc ed p o l i c i e s  of Pa pua Ne w 
Guinea governmen t s . 
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On m one t a r y  po l i c y ,  t he m a iµ l e s s o n  is t ha t  t he r e  are 
problem s in seeking to control t he mone tary aggregates too closely 
in a s m a l l  pr i m a r y-expo r t i ng ec o no m y  l ike Papua Ne w Guine a .  
Att empts  are bound to be s wamped by unpredictable var iations in 
ex t e r na l  paymen t s .  Along the way t h e y  a r e  l ike l y  to inc r e a s e  
bu s ine s s  unc e r t a i n t y , and po s s i b l y  t o  d e s t ab i l i z e e c o no m i c  
ac t ivity .  The steady trend i n  government expendi ture (especially 
if governm ent b o r ro w i ng i n  l o w - r ev enue ye a r s  i s  c o n f i n ed to  
o v e r s e a s )  a n d  the c o m m o d i t y s t a b i l i z a t i o n  f u n d s r e d u c e  
f l uc t ua t i o n s  in t h e  m o n e y  s u p p l y .  Thi s s t e ad y  t r e nd should b e  
s e t ,  a s  i t  ha s b e e n  in pr inc i p l e  s i n c e 1 9 7 5 a n d  a s  i t  w a s  i n  
prac t ice unt i l  1 980 , with s trong em pha s i s  on t he need t o  prevent 
pub l i c  s e c  t o r  d e f i c i t s  p l a c ing pr e s s u r e  on the b a l an c e  o f  
payment s .  There i s  room for s trengthening the s tabil i za t ion role 
of the fund s through rai sing marginal rates o f  bounties and levies 
for copra , covering new commodi ties (mo s t  importantly palm oil)  
and s e e ki ng to have the hi ghe s t  po s s i b l e  p r o po r t i o n  of b a l anc e s  
d e po s i t ed w i t h  t he B ank o f  Papua Ne w Gui nea . The l a t t e r  
requirement might b e  suppo rted i f  nec e s sary b y  government interest  
rate  s ub s i d i e s  t o  o f f s e t  any i nc o m e  l o s s ,  a l t hough it  should be 
r e c ogni z ed tha t c om m er c i a l  d e po s i t  rate s would be subs tantially 
lower at t imes i f  the funds were not able to make depo s i t s  at the 
cen t r al bank. 
But beyond thi s ,  we would be caut ious about ac t ive pol icy to 
c on t r o l  g r o w t h  in b ank l e nd i ng t o  t he pr iva t e  s e c t o r , t he m o n e y  
supply,  and even interest  rat e s .  The maintenance o f  a strong kina 
r e l a t i ve to i n t erna t i onal  c u r r e nc i e s  w i l l  m o d e r a t e  av er age 
m one t a r y  g ro w t h  over l ong p e r i o d s .  Sub j e c t  to  an appr o p r i a t e  
minimum l i quid i ty ratio being s e t  firmly , wi th high penali t ies for 
defaul t ,  to pro tect against bank failure , trad ing banks could be 
l e f t  to  t h em s e lve s to m anage f l uc t ua t i o n s  in d e po s i t s .  W i t h in 
thi s approach to monetary pol icy i t  would be wise for the Bank o f  
Papua New Guinea to cont inue f o r  some t i m e  i t s  policy o f  accepting 
and paying int e r e s t  o n  d e p o s i t s  f r o m  t r ad ing banks . Thi s would 
place a f l o o r  und e r  i n t e r e s t  r a t e s  i n  the w i d e r  e c o n om y ,  which 
would be l o we r  when the kina w a s  expe c t e d  t o  app r e c i a t e  ag a i n s t  
fore ign currencies . When trading bank liquid i ty was clo se t o  the 
lower legal lim i t s , i t  i s  l ikel y  tha t competi tion for fund s would 
r a i s e  d o m e s t i c i n t e r e s t  r a t e s .  Thi s would have t he b ene f i c i a l  
ef fec t o f  driving off shore tho se borrower s wi th favourable acce s s  
to  i n t e rna t i onal  s o ur c e s  o f  c a pi t a l , thus  pr e s e rv i ng d o m e s t i c  
finance for tho se who have no al ternat ives .  We s e e  n o  bene f i t  in 
restric t ions on ei ther short- o r  l o ng- t e rm f o r e i g n  b o r r o w i ng in 
the s e  c i r c um s t a n c e s .  The r e  is  a d ang e r  t ha t  even s e n s i t i v e l y  
adm ini s tered borrowing controls would p l a c e  g r e a t er pr e s s u r e  o n  
som e financ ially weaker borro wers .  The higher interest rates that 
m i g h t  s o m e t i m e s  be a s s o c i a t ed w i t h  t h i s l e s s  i n t e r v en t i oni s t  
approach to fi scal policy could use fully be balanced by a sub sidy 
on intere s t  rates above s pec i f ied levels ,  on loans for s pec i f i ed 
high priority purpo se s .  
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Wi thin thi s less  interventioni st approach to mone tary pol icy 
there would be marked fluc tua t ions in ra tes o f  mone tary growth , 
m a i n l y  a s s o c i a t e d  w i th f l uc t ua t i o n s  in the balance o f  payment s .  
But the se f luctuations are unlikely t o  b e  removed even b y  highly 
interventioni s t  policy,  whi ch would cause other problem s .  In any 
c a s e , i nd i v i d ua l s  and f i r m s  would a d j u s t  t he i r  a f f a i r s  to s o m e  
ex t e n t  to  a c c o m m o d a t e  f l u c t ua t i o n s  in m one t a r y  g ro w t h , j u s t  a s  
t he y  have in t he pa s t :  t h e  v e l o c i t y o f  c i r c ul a t i o n  o f  money ha s 
been much fas ter in times of low monetary gro wth in recent year s .  
The re sidual e ffec t o f  fluc tuations i n  money supply o n  expendi ture 
would have less  e f fec t on average domestic prices than it would in 
larger , less  open econom ie s .  It would be be t ter no t to have the se 
residual f luctuations , but Papua New Guinea' s  si tua tion does no t 
a l l o w  t he i r  r e m ov a l  w i t ho u t  i nc ur r i ng c o s t s  t h a t  out we igh t he 
benef i t s . 
Chapter 8 
Employment and urban unemployment 1 
Thi s c ha p t e r  p r e s e n t s  and ana l y s e s  d a t a  o n  l abour c o s t s  
r e l a t i ve t o  p r i c e s  r e c e ived b y  p r od uc e r s , on wage e m p l o y m e n t  
gro wth , and o n  urban unemploym en t .  These matters have recently 
been the subject o f  a detai led r eview by Colclough and Danie l , 2 so 
tha t we hav e und e r t aken l i t t l e  new ana l y s i s .  Ho weve r ,  w e  have 
been able to incorpora te some prelim inary resul t s  from the 1 9 80 
census whi ch became available too late to be used by Colclough and 
Daniel . 
Labour cos t s  and producer prices 
Wages are a crucial variable in determining whe ther there is 
balance bet ween the number of wage j ob s  ava ilable and the number 
of pe o p l e  s e e king them , and t he r e f o r e of whe the r t he r e  i s  urban 
unemployment . 
W ag e s  a r e  a c o s t  t o  e m p l o ye r s  and an i n c o m e  to e m p l o ye e s .  
W ag e s  a s  a c o s t  a r e  an i m po r t an t  d e t e rm i nan t o f  t h e  d em and f o r  
w a g e  l ab o ur , t ha t  i s ,  o f  t h e  num b e r  o f  j ob s  t ha t a r e  ava i l ab l e . 
In Pa pua Ne w Gu i n e a , the v a s t l y  d i f f e r en t  l ev e l s  o f  rur al and 
urban wag e s  m e an tha t urb an and r u r a l  wag e e m p l o ym en t  m u s t be 
ana l y s e d  s e p a r a t e l y .  W a g e s  as an income are  an i m po r t an t  
determinant of the relat ive at trac t ions of village life and wage 
employment , and there fore of the number of vil lagers who want wage 
employment . 
W ag e s  a s  a c o s t  inc l ud e  a l l  t ax e s  and charg e s , inc l ud i ng 
recently in Papua New Guinea compul sory employers'  contr ibutions 
to a Na t i onal Prov i d en t  Fund . W a g e s  as an i n c o m e  exc l ud e  inc o m e  
t a x e s  and c om p ul s o r y  l ev i e s t h e b ene f i t s  o f  w h i c h  a r e  no t 
r e c og ni z e d by e m p l o yee s .  In thi s s e c t i o n  we have exc l u d e d  
worke r s '  con t r ibut io n s  f r o m  incom e s  t o  t he Na t i ona l P r o v i d e n t  
Fund . 
1 .  We are grateful for sugge s t ions made by Richard Cur tain on the 
in terpretation of trend s in employment and unem ployment . 
2 .  C .  Co l c l o ugh and P .  Dan i e l , Wage Inco m e s  and W a g e  C o s t s  in 
Papua New Guinea , Port Mo re sby , Na tional Planning Of fice , 1 98 2 . 
9 6  
End of 
period 
1 9 7 5  
1 9 7 6  
1 9 7 7  
1 9 7 8  
1 97 9  
1 980 
1981 
1 982d 
Table 8 . 1  
Wage incomes ,  wage costs and prices , 1975-82 
(Kina , 1975 • 1 00 )  
Urban International 
minimum manufactures 
wage pricesb 
costsa 
( 1 ) ( 2 )  
1 00 1 00 
105 1 03 
1 10 1 04 
1 1 5  1 06 
1 20 123 
135 1 3 0  
1 5 5  1 3 3  
1 6 1  145e 
a Level 1 centres . 
Agricultural 
minimum 
wage costs 
( 3) 
100 
106 
1 1 5  
1 2 3  
132 
146 
1 57 
1 63 
b Expor t  prices of industrial countrie s .  
Non- Net urban 
mineral minimum 
export wage 
prices incomesc 
( 4 )  ( 5 )  
1 00 100 
140 105 
256 1 1 0  
202 1 1 4  
227 119 
205 134 
1 56 136 
158 1 4 1  
c Single worker,  net of NPF contr ibutions and income tax. 
d June 1982. 
e Preliminary es timate. 
9 7  
CPI 
( 6 )  
1 00 
106 
1 1 1  
1 1 8  
1 2 7  
1 42 
1 50 
1 51 
Sources : Na t i o na l  S t a t i s t i c a l  O f f i c e  (4 and 6 ) ;  I n t e rn a t i onal F i nanc i a l  
S t a t i s t i c s  ( 2 ) ;  W a g e s  S t ud y  ( 1 ,  3 a n d  5 ) .  
Com par ison o f  the fir s t  t wo columns of Table 8 . 1  gives som e 
rough indicat ion of changes in the interna tional compe titivene ss 
of Papua New Guinea manufac tur ing indus try over time,  at least  in 
so far as wage costs  are a determinant o f  compe t i t ivene s s .  Urban 
wage co s t s  i n  Pa pua Ne w Gu i n e a  r o s e  much m o r e  r a p i d l y  b e t w e e n  
m on e t a r y  i nd e pend ence  a n d  l a t e  1 9 8 1  t han t h e  average  c o s t  o f  
manufac tured goods enter ing w o r l d  t r ad e  ( a s  r e p r e s en t ed by un i t  
value o f  exports from indus trial countries) , so that the ratio o f  
t he f o rm e r  t o  t h e  l a t t e r  was  one- s i x t h  higher  a t  t h e  end o f  the 
per iod . Almost all  of the deteriorat ion in the competi tiveness of 
Papua New Guinea manufac tures occurred in 1 980 and 1 98 1 :  bet ween 
late 197 5 and late 197 9 ,  urban wage cos t s  in Papua New Guinea rose 
by a similar propor tion to world manufac tured goods pr ices.  The 
deterioration resul ted mainly from the higher inf lation in Papua 
New Guinea for six quar ters from Dec ember 1 97 9 ,  pa ssed into wage 
c o s t s  t hr o ugh i n d ex a t i o n ,  and the i n t r o d uc t i o n  o f  the Na t i onal 
Provident Fund in mid- 1 9 8 1 .  There w a s  a small im provement i n  the 
c o s t  po s i t i o n  o f  Papua New Gu i n e a  m anuf ac tur ing r e l a t i v e  to  
i n t e r na t i onal p r i c e s  in t he f i r s t  hal f of  1 9 8 2 ,  but  it  r e ma ined 
much wo r s e  than a t  the end o f  1 9 7 9 ,  o r  even than a t  the end of  
1 980 . 
T h e  u s e  o f  l a t e  1 9 7 5 ,  i m m e d i a t e l y  p r i o r  t o  m o n e t a r y  
i n d e p e n d e n c e , a s  a b a s e , d o e s  n o t i m p l y  t h a t  w a g e - c o s t  
relationshi ps were appropriate at that time.  Wage costs in late 
1 9 7 5  had j u s t  b e en r a i s e d  e no rm o u s l y  as a r e s ul t  of the 1 9 7 2  and 
98 
1 9 7 4  M i n i m um Wag e s  B o a r d  d e c i s i o n s . and s ub s e q uent  d e c i s i o n s  on 
cond i t ions o f  service , and i t  seem s l ikely that they were far too 
h i g h  f o r  i n t e rnal bal an c e .  Tab l e  8 . 1  sho w s  t h a t  s i n c e  1 9 8 0  they 
have been substant ially higher relat ive to interna tional prices 
for manuf ac tured goods than they were in 197 5 .  
The relat ionshi p be t ween interna tional prices for non-m ineral 
expo r t s  and a g r i c u l tural  m i n i m um wag e s  at the end of 1 9 8 1  wa s 
similar to that immed iately before mone tary inde pendence .  Export 
prices and the profi tab il i ty of rural exporter s were extremely low 
in 1 9 7 5. Agricultural m inimum wages increased sl ightly more than 
consumer pr ices over the 6 years , with real wages rising by 5 per 
c en t .  Ag r i c u 1 tu r a 1 wage co s t s r o s e f a i r  1 y s t e a  d i 1 y t h r ough t he 
period , and unl ike urban m ini mum labour cos t s  d id no t experience 
l a rge  i n c r e a s e s  in 1 9 8 1 .  I n  c o n t r a s t , non-m i n e r a l  expo r t  p r i c e s  
ro se b y  a large amount i n  1 9 7 6  and by more in 1 97 7 ,  when they were 
more than twice as high rela tive to wage c o s t s  as they had been 2 
year s earlier.  Export pr ices relat ive to wage cos t s  fell in 1 9 7 8  
t o  a b o u t  t w o - t h i rd s a b o v e  l a t e  1 9 7 5 ,  ro s e  a g a i n  i n  1 9 7 9  w i t ho u t  
r e t ur n i ng t o  t h e  he i g h t s o f  1 9 7 7 , a n d  t h e n  f e l l  r a pi d l y  o v e r  t h e  
next 2 years.  They s tead ied at extremely low levels in 1 98 2 .  
The incomes of  urban wage-earners fell b y  about 9 per cent in 
real term s over the 6 year s , as a re sul t of  par ti al indexa tion in 
a c o up l e  o f  yea r s , an inc r e a s i ng r a t e  o f  t axa t i o n  ( f o r  s i ng l e  
workers only) a s  inflat ion ac ted o n  progre s s ive tax scales  which 
w e r e  n o t  indexed , and f r o m  m id - 1 9 8 1  by the 5 per c en t  Na t i onal  
P r o v i d e n t  Fund ( NP F )  l evy.  I t  i s  a r guab l e  t h a t  t he NPF l evy 
should no t b e  t r e a t e d  as a r e d uc t i o n  i n  r e al i nc o m e s  s in c e  it i s  
b a l anc ed b y  be ne f i t s  ( m o r e  va l uab le , b e c a u s e  o f  e m p l o ye r s '  
contributions) a t  the time o f  retirement . Ho wever , many workers  
p e r c e ive paym ent s t o  t he NPF a s  a r e duc t i o n  in i nc o m e .  Rur al 
wages as incomes rose by about 5 per cent , s inc e income taxation 
wa s n o t  pa yabl e a t  t he s e  l o w  i nc o m e s  and r u r a l  i nd u s t r i e s  w e r e  
excluded from the National Prov ident Fund . 
For many vil lagers ,  the relat ionshi p bet ween ne t income from 
urban m inimum wages and agricul tural expor t  prices would seem to 
be of great impor tance to judgment s about the relat ive at tract ions 
of r u r a l  and ( e m p l o ye d )  urban l i f e .  Non- m in e r a l  expo r t  pr i c e s  
were extremely low rela tive t o  net urban m inimum wage incomes at 
t he t i m e  of Ind e pende n c e , t he f o r m e r  having r e c en t l y  f a l l e n  
prec ipi tously i n  the worldwi d e  r e c e s s i o n , and t he l a t t e r hav ing 
b e en inc r e a s e d  sha r p l y  by a r b i t r a t i o n  t r i b una l s '  d e c i s i o n s  on 
m inimum wage s and cond i t ions . Thi s  ratio ro se rapidly to a peak 
in l a t e  1 9 7 7  and r e m a i n e d  ex t r e m e l y  h i g h  t hr o ugh to e a r l y  1 9 8 0 .  
I t  t h en f e l l  i n  l a t e  1 980 , but i t  w a s  s t i l l  one-hal f h i g h e r , and 
at the end of  1 9 8 1  one-seventh higher than at Independenc e .  Thi s  
r a t i o  g i ve s o n l y  a c r ude p i c t u r e  o f  r e l a t ive c a s h  i nc om e s  i n  
village and urban areas , igno ring highly relevant fac tors such a s  
the cost s of  trans por t  and handling (which would lower returns to 
p r o d uc e r s  p r o po r t i o na t e l y  m o r e  i n  l o w-pr i c e  than in h i g h- p r i c e  
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yea r s ) , and s t ab i l i z a t i on f und l ev i e s and boun t i e s  ( wh i c h  would 
have a powerful effect in the oppo s i te d irec tion).  
Exchange rate change s have been very m inor causes o f  changes 
in r e l a t i o n s h i p s  b e t we e n  v a r i ab l e s  d e s c r i b e d  in Tab l e  8 . 1 .  The 
di scre t ionary appreciat ions o f  1 9 7 6 ,  1 9 7 8  and 1 9 7 9  do no t show up 
a s  having i m po r t a n t  a s s o c i a t i o n s  wi th chang e s  in the r a t i o s  o f  
labour c o s t s  t o  interna tional pr ice s  i n  dome s t ic currency. 
Wage employment growth 
There is no comprehensive , rel iable ser ies of wage employment 
d a t a  i n  P a p ua N e w Gu i n e a .  S o m e  d a t a  o f  g r e a t e r o r  l e s s  
reliability are collec ted regularly about employment in par ticular 
s ec tors or type s of enterpri ses . 
The Wages Study has produced the best available time serie s 
on e m p l o y m e n t  by br ing i ng t o g e t h e r  d a t a  f r om a l l  ava i l able  
sources , at tempting to  reconc ile contradictions , and to  fill gaps . 
Thi s wo r k ,  s u m m a r i z ed in Tab l e  8 . 2 , s ug g e s t s  t h a t  t h e r e  w a s  
extremely s low employment gro wth in the early and m id-seventies  
when urban m inimum wages were r i s ing rapidly , but then relat ively 
s trong urban wage employm ent gro wth from mone tary independence to 
1 980 . 
Non- p r i m a r y  e m p l o ym en t  ( which c an b e  t aken a s  urban) 
inc r e a s ed by 27 per c en t  b e t ween 1 9 7 6  and 1 9 8 0 ,  o r  at an av er age 
annual rate o f  over 6 per cent . Almost  all  of the increase was in 
the l a s t  t h r e e  ye a r s  ( 2 6  p e r  c en t , o r  ov e r  8 p e r  cent  p e r  annum) . 
Primary indus t ry employm ent inc reased much les s ,  with most o f  the 
1 2  p e r  c e n t  b e i ng c o nc en t r a t e d in t he f i r s t  ye a r .  P r i m a ry wage 
e m p l oym en t  g r o w t h  w a s  a f f ec t e d , of cour s e , by t he c o nv e r s i o n  o f  
some plantat ions into smallholder opera t ions , and there was fas ter 
g r o w t h  in s m a l lho l d e r  than in p l an t a t i o n  o ut put , s o  tha t the 
g r o w t h  in wage e m p l o y m e n t  und er s t a t e s  t o t a l em p l o y m e n t  in t he 
sector . 
The increase by one -seventh in m ining employm ent , mos t ly at 
Bougainville , re flected mainly the increase in the amount of ore 
m ined as t he m in e r a l  c o n t e n t  o f  o r e  f e l l , as wel l as so m e  
locali za tion o f  po s i tions held b y  expatriates a t  the commencem ent 
of the per iod . 
E m p l o ym en t g r e w  m o s t  in pr i v a t e  s e c t o r  urb an ind us t r i e s :  
manufac turing 3 6  per cent ; build ing and cons truc t ion 7 6  per cent ; 
t r an s po r t  and s t o rag e 5 7  p e r  c e n t ; f i n an c e  and pro pe r t y 4 2  p e r  
c en t ; and c o m m e r c e  4 7  p e r  c e nt . Th ere w a s  m u c h  l e s s  urban 
employm ent growth in mainl y public sec tor indus trie s :  communi ty , 
soc ial and bus ine s s  services ( three-fi fths publ ic sec tor) 1 7  per 
cent ; and publ ic authorities  no t el sewhere classi fied (all public 
s e c  t o r )  7 per c en t . 
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Table 8 .  2· 
Wage employment of nat ionals  by indus t ry , 1 97 6-80 
Industry 
Pr imary 
Non-primary 
of which 
Mining 
Manufac turing , 
ut ilities  
Bui lding , 
construction 
Trans port , s torage 
Communications 
Finance , proper ty 
Commerce 
Publ ic autho r i t ies 
n . e . s . a 
Amusement s ,  ho tels 
Communi ty , social 
& bus ine s s  servic e s  
Dome s t ic helpers 
Increa se 
197 6-80 
per cent 
1 2  
27 
1 1  
3 6  
7 6  
5 7  
1 1  
4 7  
4 7  
7 
1 3  
1 7  
6 
1 9 7 6  
46 . 4  
1 1 6 . 5  
3 . 7  
1 5 . 8  
1 0 . 3  
5 . 2  
1 . 8 
1 . 9  
1 2 . 0  
2 5 . 2  
3 . 8  
24 . 9  
1 2 . 0  
1 9 7 7  
4 9 . 5  
1 1 6  . 9  
3 . 7  
1 6 . 5  
12 . 1  
5 . 6  
1 . 9  
2 . 4  
1 2 . 6  
24 . 3  
3 . 8  
2 3 . 3  
1 0 . 6  
1 97 8  
4 9 . 9  
1 3 1 . 5  
4 . 0  
1 7 . 7 
14 . 3  
7 . 2  
2 . 0  
2 . 6  
1 5 . 6  
2 6 . 3  
4 . 0  
2 8 . 4  
9 . 5  
1 9 7 9  
50 . 5  
140 . 1  
4 . 1  
1 9 . 9  
1 6 . 2  
7 . 8 
2 . 0 
2 . 7  
1 6 . 3  
2 6 . 9  
4 . 1  
29 . 1  
1 1 . 0  
1 980 
5 1 . 8  
1 4 7 . 5  
4 . 2  
2 1 . 5  
1 8 . 1  
8 . 1  
2 . 0  
2 . 8  
1 7 . 6  
2 7 . 0  
4 . 3  
29 . 3  
1 2 . 7  
a Public authori ties no t elsewhere s pec i f ied includes all 
government depar tmen t s  except Education , Health , Primary 
Ind u s t r y , t he Adm ini s t r a t iv e  C o l l eg e  and Te a c he r s  and 
T r a inee Teachers . 
Source : Wages Study . 
Thi s pa t t e r n  o f  e m p l oymen t g r o w t h  b r o ad l y c o nf i r m s  t he 
ana l y s i s  o f  o u t p u t  g ro w t h  p r e s en t ed in Cha p t e r  6 .  The m a in 
divergence i s  in the continued expansion of employment at a rapid 
r a t e  ( Tabl e 8 . 2 )  when expan s i o n  o f  o u t put had d i m ini s hed in 1 9 80 
( Chapter 6 ) .  It  see ms tha t  employment reac ted to the decline in 
the rate o f  growth o f  output only a f ter the pa s s ing o f  some time -
a pa t t e r n  o f  lab our m ar ke t  r e s po n s e  tha t i s  c o m m o n  in m any 
countr ies . 
The s e  i m pr e s s i v e  r a t e s o f  ur b an e m p l o ym en t  g ro wth b e t ween 
1977  and 1 980 are confirmed by com pari son of prelim inary resul t s  
from the 1980 Census wi th data from the Urban Population Survey 
c o nduc t ed in m i d - 1 9 7 7  ( m i d - 1 9 7 8  f o r  W e wak) ( Ta b l e 8 . 3 ) .  The 
av e r a g e  inc r e a s e  in e m p l o ym e n t  fo r the s i x  t o wn s  c o v e r e d  by t he 
Urban Popul a t i o n  Survey w a s  s i m i l a r t o  t he inc r e a s e  in a l l  non­
primary employment over the 3 year s .  It was fas t e s t  in Lae , which 
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Tabl e  8 . 3  
Wage employment of  nat ionals by urban area , 1 9 7 7  and 1980 
( thousand s )  
Town 1 9 7 7  1 980 Increase Average 
1 9 7 7 -80 annual 
( per cent ) increase 
( per cent ) 
Por t  Moresby 29 . 1  34 . 3  1 8  6 
Lae 1 1 . 9  1 5 . 8  3 3  10 
Madang 4 . 3  4 . 5  5 2 
Wewaka ( 1 978 ) 3 . 4  3 . 8  ( 7 8-80 ) 1 2  ( 7 8-80 ) 6 
Popond e t ta 1 . 1  1 . 4 2 7  9 
Six towns 53 . 8  64 . 9  2 1c 7 c 
All non-primaryb 1 1 6 . 9  1 4 7 . S  2 6  8 
a 
b 
c 
Urban Population Survey conduc ted 1 9 7 8 ,  no t 1977 . 
From the Wages Study and Table 8 .2 .  
W e wak ad j us t e d  to  1 9 7 7  by a s s um ing 7 per c en t  g r o w t h  
from 1 9 7 7  to 1 9 7 8 .  
No t e :  The p r e l i m inar y p r in t o ut s prov i d e  d a t a  o n l y  o n  
t h e  ba s i s  o f  a l l  urban a r e a s  w i t h in a provinc e .  Thi s 
pr e s en t s  no pro b l e m  f o r  Po r t  Mo r e s b y  and Popond e t t a , 
which are the only centres cla ssi fied a s  towns ( that i s ,  
wi th population over SOO) in their respec tive province s .  
F o r  t he o t he r s , p o pu l a t ion d a t a  are  ava i l ab l e  f o r  e ach 
town ,  and i t  i s  a s sumed that the m ajor town' s share of 
provinc ial wage employment is the same a s  its share of  
popu l a t i o n  ( tha t i s ,  8 7 . 8  per  c en t  f o r  Lae , 9 7 . 7  per  
c en t  f o r  M a d ang , 8 3 . 1  p e r  c en t  f o r  W e wak and 8 2 . 9  per 
cent for Rabaul) . 
Sources : Na t i onal  S t a t i s t i c a l  O f f i c e , Urban P o pu l a t ion Survey 
1 9 7 7 ,  v a r i o us publ i c a t i o n s ; and Na t i onal  S t a t i s t i c a l  
Office , 1980 Census , printout s o f  prel iminary data . 
bene fi ted from the extremely rapid growth in manufac turing.  It 
was b e l o w  av e r a g e  in Port Mo r e s b y , whe r e  the s l o wer g ro w t h  o f  
publ i c  s e c t o r  e m p l oyment would have b e en a r e s t r a i n i ng f a c t o r .  
Employment growth was slowest  i n  Madang which i s  generall y  thought 
to have experienced economic s tagnat ion over the pas t  decade.  The 
rapid ly-growing Highland s towns , where no Urban Population Survey 
was conduc ted , are important omi s s ions from Table 8 .3 .  
Following strong urban employment gro wth in  the fir s t  four 
years of mone tary independence ,  there was a large contrac t ion in 
the lat ter hal f of 1 98 1 , which has continued to the present . None 
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of  t he ava ilable data provide a c omplete pic ture along the l ines 
o f  T a b l e s  8 . 2  and 8 . 3 ,  b u t  t h e  f r a g m e n t s o f  e v i d e n c e  a r e 
compell ing . 
The Department of Labour ha s reported the result of a survey 
of pr ivate sec tor employers who in December 1 980 employed about 
o n e - s i x t h o f  P a p u a  N e w Gu i n e a ' s w a g e a n d  s a l a r y  e a r n e r s .  
Em p l o y m e n t  in t he s e f i rm s i nc r e a s ed by ov e r  8 p e r  c en t  b e t w e en 
De c e m ber 1 9 8 0  and June 1 9 8 1 , b e f o r e  f a l l ing by near l y  9 per c e n t  
i n  the second hal f  of  the year . Employment i n  the�e firms fell by 
a further 1 per cent in the March quar ter of 1 982.  
A s i m i l a r  p i e  t u  r e  eme r g e s  f r o m  a survey o f  large e m p l o ye r s  
t ha t  t he B ank o f  Pa pua Ne w Gu inea ha s c o nduc t ed in r e c en t  yea r s , 
cover ing about two-fi f ths of national wage employment . Employment 
i n  large no n-m i n i ng f i r m s  s urve yed ro s e  by 7 p e r  c en t  b e t w e en 
Mar c h  1 9 7 9  and Mar ch 1 9 8 0 , and by a fur t h e r  1 1  p e r  c en t  in t he 
next year to a peak in the March quar ter 1 98 1 .  It then fell b y  1 4  
per cent i n  the next five quar ters (Table 8 .4  ) .  4 
Table a . 4 
Employment index , June . 1 9aO - June 19a2 
(March 197a • 1 00 )  
% % 
Sector June June June Change Change 
19aO 19al 1 9a2 1 9ao-a1 1 9a 1-a2 
Rural production 100 . 2  1 04 . 0  1oa . 9  3 . a 4 . 7  
Timber 99 . a  1 02 . 0 a9 . 0  2 . 2  -1 2 . 7  
Fishing 1 69 . 6  1 7 6 . 0  2 3 . 6  3 . a  -a6 . 6  
Food 1 3 1 . 5  1 43 . 1  1 55 . 1  a . a  a . 4 
Drinks & tobacco 1oa . 2  1 1 1 . 2  102 . 0  2 . a -a . 3  
Paper l l a . 4  1 34 . 6  1 3 7 . 9  1 3 . 7  2 . 5  
Paint & chemicals 97 . 7 102 . 3  1 06 . 1  4 . 7  3 . 7 
Petrol & gas 1 1 7 . 9  1 29 . 1  1 2 3 . 7  9 . 5  -4 . 2  
Concrete 1 34 . 5  1 30 . 6  96 . 2  -2 . 9  -26 . 3  
Building & construct ion 9a . 2  1 22 . 7  a1 . 2  24 . 9  -2a . 9  
Steel engineering 1 3 5 . 0  143 . a  1 1 7 . 9  6 . 5  -1a . o  
General manufacturing 1 3 7 . 0  1 3 1 . a  1 1 0 . 0  9 . 6  -16 . 5  
Wholesale & retail trade 1 1 9 . 5  1 2 6 . 6  1 24 . 5  5 . 9  -1 . 7  
Motor vehicle & machinery 1 06 . 5  1 1 2 . 6  1 02 . a  5 . 7  -a . 1  
Transport 1 20 . 7  1 1 3 . a  94 . 5  -5 . 7  -17 . 0  
Busines s  s ervices 1 5 9 . 9  1 aa . 1  1 9a . 4  1 a . o  5 . 1  
Commercial banks 1 2 1 . 3  1 32 . 3  1 33 . 5  9 . 0  0 . 9  
Total 1 1 2 . 4  l l a . 5  1 04 . 4  5 . 4  - 1 1 . 9  
Source : Bank of Papua New Guinea , Quarte r l y  E c o no m i c  Bul l e t i n ,  S e p t e m b e r  
1 9a2 . 
3 .  Department of Labour , 'Retrenchment 1 98 1 / 82 ' ,  Occas ional Paper 
2 / 82 ,  June 1 98 2 .  
4 .  Bank o f  Pa pua Ne w Gu in e a , Qua r t e r l y E c o nom i c  Bu l l e t i n ,  Jun e 
1 98 2 . 
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Thi s t i d e  of r e t r enc hm en t s  in 1 9 8 1  and e a r l y  1 9 8 2  f o l l o w ed 
t he adv e r s e  e c o no m i c  d ev e l o p m en t s ,  s o m e  b e yo nd the c on t ro l o f  
g ov e rnment , s om e  t he r e s ul t  o f  g ov e r nm en t  po l i c y ,  t ha t  eme rged  
ov e r  t h i s s a m e  p e r i o d .  F a l l i n g  d o m e s t i c c on s um p t i o n  and 
i nve s t m en t  l ev e l s l o w e r ed t he l ev e l  o f  e m p l oyment in non­
tradables'  product ion that could be generated at any g iven level 
of  labour co s t s .  Falling interna t ional pr ices produc ed a similar 
e f f e c t in t he t r ad a b l e s  indus t r y .  And a t  j us t  t hi s t i m e  urban 
labour cost s ,  and t he cost  o f  non-tradable input s into produc t ion , 
rose sharply. The se effec t s  combined to generate the hardest  of  
t imes for Papua New Guinean workers de pendent on a j ob in town for 
a l iv ing . 
Unemployment 
I t  w a s  a r g ue d  in Cha p t e r  4 t ha t , in a v i l l ag e- ba s e d  econo m y  
like Papua New Guinea , unemployment i s  not simply the other side 
of t he c o in to  wage e m p l o ym en t .  Une m p l o ym e n t  m ay r i s e  e i ther  
because there are fewer urban j obs , o r  because more people pre fer 
urban to village l ife . The recent exper ience o f  Papua New Guinea 
confirms t he importance of these relat ionshi ps .  
Tab l e s  8 . 5  ( m a l e s )  and 8 . 6  ( f e m al e s )  pr e s en t  d a t a  o n  t he 
p r o po r t i o n  o f  work-age urban r e s i d en t s  in wage  em p l o ym en t  a nd 
unemployment by conventional definitions , at three dates for which 
d a t a  are ava i l a b l e .  The r e f e r ence po pula t i o n  in each c a s e  
c o m pr i s e s  na t i o na l s a g ed 1 5  t o  4 4  y e a r s  who a r e  no t ful l - t i m e  
student s .  
There ha s been a general tendenc y for the proportion of  adul t 
males in wage employment to fall over time. In the large s t  to wns , 
Po r t  Mo r e s b y  and Lae , t hi s  r a t i o  f e l l  only i n  t he sec o nd o f  t he 
t wo p e r i od s , f r o m  1 9 7 7  t o  1 9 8 0 .  The r e  ha s al s o  b e en a t e nd enc y 
f o r  t he p r o po r t i o n  o f  adul t m a l e s  a c t i v e l y  s e eking work t o  r i s e 
over t ime , but thi s  tendency was more po werful in the fir s t  of the 
two period s .  
T h e  r a p i d  g ro w t h  in w a g e  e m p l oyment  b e t w e e n  1 9 7 7  a n d  1 9 8 0 
m ad e  no i m pr e s s i o n  o n  une m p l o ym en t .  I n  f a c t ,  t he f a l l  i n  the 
proportion o f  adul t males in wage employment was greatest in Lae , 
where employment growth was most rapid.  
The se resul t s  confirm the presence of  internal imbalance as 
d e f ined in Cha p t e r  4. The l i v ing s t andar d s  o f f e r ed by wage 
e m p l o y m e n t  in urban areas a r e  j ud g e d  t o  b e  sup e r i o r  by s o  m any 
v i l l ag e r s t h a t  i t  is o n l y  the g r e a t  d i f f i c ul ty of f i nd ing urban 
employment that prevent s much larger numbers from taking up urban 
r e s i d enc e .  The o p po r t un i t i e s ,  o r  the h o pe s o f  o p p o r tuni t i e s , 
a s s o c i a t ed w i t h  f a s t e r  g r o w t h  in t h e numb e r  o f  urban j ob s  
available induces inc reased migra tion. The m igration is  often in 
exc e s s  o f  t he amount r e qu i r e d  to m e e t  t he inc r e a s e d  d em and f o r  
labour . 
104 
Table 8 . 5  
Employment and unemployment of  nat ional males 
in urban areas a t  three dates 
(males aged 1 5-44 year s , per cent , exclud ing full-time student s )  
Town Proport ion wi th wage 
employment 
1 9 73-74 1 9 7 7  1 980 
Proport ion ac t ively 
seeking work 
1 9 73-74 1 9 7 7  1 980 
Port Moresby 82 . 0  8 1 . 4  7 7  . 2  3 . 6  6 . 7  7 . 0 
Lae 
Goroka 
Madang 
Rabaul 
Popondetta 
No te :  
7 8 . 9  7 9 . 9  7 2 . 7 3 . 8 8 . 4  7 . 0 
6 8 . 9  n . a . 5 9 . 9  6 . 1  n . a . 1 0 . 0  
7 6 . 7  7 1 . 4  64 . 8  4 . 7  1 0 . 1  7 . 0 
7 8 . 0  74 . 3  7 5 . 7  3 . 3  5 . 8  8 . 0  
n . a .  7 6 . 3  69 . 2  n . a .  4 . 4  5 . 6  
There are small differences in definition in the three 
surveys , but the data presented here have been adj us t ed 
f o r  t h o s e  d i f f e r e n c e s  a s  c l o s e l y  a s  p o s s i b l e .  
Va r i a t i o n s  re s u l t ing f r om r e s i d ual d i f f e r e nc e s  in 
c a t e g o r i e s should be s m al l . The data f o r  1 9 7 3 - 7 4  and 
1 9 7 7  a r e  f r om sample s u rve y s  and s o  a r e  s ub j e c t  to  
normal sampling error , especially when the number s  in 
cells are smal l .  We have no t been able to confirm that 
i d en t i c a l  d e f i n i t i o n s  of urban a r e a  wer e u s e d  in the 
t h r e e  s urve y s . The 1 9 8 0  d a t a for a l l  t o wn s  exc e p t  
Po pond e t t a  a r e  t h e  t o t a l  o f  a l l  urban a r e a s  in the 
p r o v i n c e  o f  t h e  t o w n l i s t e d .  The m a j o r  t o w n 
repre sented be tween 82 .9  per cent (Rabaul) and 97 . 7  per 
c en t  ( Madang)  of t he urban popula t i on in t he p r ov i n c e  
in 1 9 8 0 .  
Sources : 197 3-7 4 : R .  Ga r n a u t , M .  W r i g h t  a n d  R .  C u r t a i n , 
Employment ,  Incomes and Migrat ion in a Papua 
New Guinea Town , Port  Moresby , IASER Monograph 
No . 6 ,  1 9 7 7 .  
1 97 7 : National Sta t i s t ical Office , Urban Population 
Survey . 
1 980 : N a t i o n  a 1 S t  a t  i s t i c a 1 0 f f  i c e  , C e n s u s , 
prelim inary data.  
One in t e r e s t ing f e a t u r e  of Tab l e  8 . 5  is tha t the p r o po r t i o n  
o f  adul t males wi thout wage employment has been considerably and 
c o n s i s t en t l y  l o we r  in Po r t  Mo r e s b y  t han in o ther  to wn s . The 
expl ana t i o n  o f  thi s pheno m e non , whi c h  r un s  c o un t e r  to po pul ar 
beliefs , is  probably to be found in the much higher cost of  living 
in Port  Moresby. Fresh food pr ices have long been much higher in 
t he c a p i t a l  than el s e whe r e .  We o b s e r v e  in Cha p t e r  1 0  tha t 
consumer prices have increased subs tantially more rapidly in Por t  
Mo r e s b y  t h a n  in o t her  t o wn s  s in c e  m one t a r y  inde pend enc e .  The 
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Table 8 . 6  
Employment and unemployment o f  national females 
in the urban areas at three dates 
Town 
Port Moresby 
Lae 
Goroka 
Madang 
Rabaul 
Popondetta 
( per c ent of per sons aged 1 5-44 years , 
exclud ing full- time students)  
Propor tion wi th wage 
employment 
197 3-7 4 1 9 7 7  1 980 
20 . 0  2 3 . 3  31 . 1  
1 2 . 2  1 7 . 1  1 5 . 6  
1 2 . 2  n . a .  1 4 . 4  
1 5 . 3  1 6 . 8  1 5 . 2  
1 5 . 9  1 9 . 6  3 1 . 3  
n . a .  1 2 . 2  1 5 . 4  
Proport ion ac tively 
seeking work 
1 9 7 3-74 1 9 7 7  1 980 
2 . 1  2 . 6  2 . 5  
2 . 6  1 . 3  2 . 0 
2 . 7  n . a . 2 . 7  
1 . 4 1 . 8 2 . 0 
o . o  2 . 2  2 . 6  
n . a . 3 . 1  2 . 5  
No te and Sources : See Table 8 . 5 .  
Na t i onal S t a t i s t i c i an ha s r e c en t l y  c a l c u l a t ed t ha t  t h e c o s t  o f  
f o o d  f o r  a s m a l l fam i l y  t o  t he l ev e l  o f  t he W o r l d  He a l th 
Organi sat ion' s m inimum nutrit ional need s is  24  per cent higher in 
Po r t  Mo r e sb y  t han in Go roka , the s e c ond m o sr expe n s i v e  o f  f i ve 
major towns surveyed . Food cos ts  in Port  Moresby are 79  per cent 
h i g he r  than in Mad ang , the l e a s t expe n s ive of the f i ve t o wns . 
Thu s  t he urban m in i m um wage , w h i c h  i s  t he same in a l l  t o wn s , 
offers a much lower standard of consumpt ion in the capi tal than 
e l s e wh e r e . 5 Th i s  c o nc l u s i o n  would probab l y  be s t reng t hened i f  
a c c ount w e r e  t aken o f  o ther  add i t i o nal c o s t s  o f  l i v ing i n  t he 
capi tal , including transport co s t s  to a worker's  employment . 
In c o n t r a s t ,  t he p r o p o r t i o n  o f  adul t f e m a l e s  in wage 
employment ha s increased over time. Studies in  Papua New Guinea 
have demons t ra ted tha t oppor tuni ties for employment are much les s  
likely to mo t ivate female than m a l e  migra tion. The rising number 
of women in wage employment would seem to ref lec t chang ing social 
atti tudes and the increas ing pro por t ion of women who have advanc ed 
through senior level s of the formal educat ion sys tem. 
While rapid employment growth does no t reduce unemployment , a 
sharp contrac tion of employment probably increases unemploymen t .  
Ret urn to  the  v i l l ag e  may no t b e  a v i ab l e , o r  a t  l e a s t m a y  no t b e  
an a t t r a c t ive o p t i o n  f o r  e s t ab l i s hed u r b a n  r e s i d en t s  w h o  a r e  
victims of  retrenchment . It would be surpri sing i f  t he reduc t ion 
of urban wage employment since early 1 9 8 1  had no t been assoc iated 
wi th large increases in unemployment , especially as i t  co incided 
with low prices for village cash crops . 
5. Nat ional S ta t i st ical Off ice , 'Lowest  food cos t : 
tool' , Discuss ion Paper , Oc tober 1 9 80. 
a statist ical 
106 
Urban unemployment is overwhel�ingly a fate of  the young in 
Papua New Guinea , as demonstra ted in Tables 8 .7  and 8 .8 .  Among st  
m a l e s , t he young have al ways exp e r i enc ed t he h i ghe s t  r a t e s  o f  
un em p l o ym en t , and the i r  s i tua t i o n  ha s d e t e r i o r a t e d  much fa s t e r  
than that of  other groups i n  recent t ime s .  About one-s ixth of  m en 
a g ed 1 5  t o  1 9  ye a r s in the thr e e  t o wn s  c ov e r ed by Tab l e  8 . 7  w e r e  
a c t iv e l y  s e e ki ng w o r k  in 1 9 8 0 ,  c om par ed w i t h  o n l y  4 p e r  c en t  o f  
m e n  a g e d  2 5  y e a r s and over . A t o wn in wh i c h  n e w  j ob s  a r e  b e ing 
c r e a t ed a t  a s l o w  r a t e , s uc h  a s  Mad ang from 1 9 7 7  to  1 9 80 ,  is  a 
Table 8 . 7  
Male unemployment by age , selec ted maj or towns , two dates 
( per cent of  population , exclud ing full-time student s )  
Town and Proportion in wage Propor tion ac t ively 
age employment seeking work 
197 3-74 1 980 1 980 
Por t  Moresby 
1 5-19  
20-24 
2 5-44 
Lae 
15-19 
20-24 
2 5-44 
Madang 
15-19 
20-24 
2 5-44 
No te : 
68  5 1  1 7 . 1  
86 82 6 . 1  
83 84 3 . 9  
54 49 1 4 . 6  
86 7 6  6 . 8  
83 80 4 . 2  
54 33 1 4 . 8  
81  33 7 . 7 
80 7 5  3 . 8  
The r e  a r e  s m a l l  d i f f e r enc e s  in d e f i n i t i o n  in the t wo 
surveys , but the data presented here have been ad j us t ed 
f o r t h e s e  d i f f e r e n c e s  a s  c l o s e l y  a s  p o s s i b l e .  
Var i a t i o n s  r e s ul t i ng f r om r e s i d u a l  d i f f e r e nc e s  in 
c a t e g o r i e s  should b e  s m a l l . The d a t a  for 1 9 7 3 - 7 4  a r e  
f r om s a m p l e  s u rve y s  a n d  s o  a r e  s ub j e c t  t o  normal  
s a m p l ing e r r o r , e s pe c i a l l y  when t he numb er s in c e l l s  
a r e  s m a l l .  W e  have no t b e en a b l e  t o  c on f i rm t h a t  
i d en t i c a l d e f i n i t i o n s  o f  urb an a r e a  were  u s e d  in t h e  
t h r e e  s u rv e ys . T h e  1 9 8 0  d a t a  f o r  L a e  a n d  Mad ang a r e  
t he to t a l  o f  a l l  u r b a n  ar e a s  in t h e  prov inc e o f  t he 
town . 
Sources : 1973-7 4 : Garnaut , Wright and Curtain ( 1 97 7 - see Table 
8 . 5  f o r  d e t a i l s ) .  
1980 : Na t i o n  a 1 S t a t i s t i c  a 1 0 f f  i c e  , C e n s u s , 
preliminary data.  
Table 8 . 8  
Female unemployment by age , selected major towns , two dates 
( per cent of  population , excluding full-time student s )  
10 7 
Town and Propo rtion in wage Proportion ac tively 
age employment seeking work 
1 9 7 3-74 1 980 1 980 
Port  Moresby 
1 5-19  34  2 7  6 . 6 
20-24 2 5  3 0  1 . 1  
2 5-44 1 1  20 0 . 6  
Lae 
15-19  1 9  1 9  6 . 4  
20-24 1 5  1 9  1 . 1  
2 5-44 8 1 2  0 . 1  
Madang 
1 5-19  17  1 6  5 . 8  
20-24 22 21  1 . 3  
2 5-44 1 4  1 2  o . 8  
No te and Sources :  See Table 8 . 7 .  
wa s t e l and o f  une m p l o ym en t  f o r  the young , even when the l abour 
m a r ke t  is  p rov i d i ng a l iv e l i ho od for mo s t  o f  t he i r  e ld e r s .  I t  
could b e  expe c t e d  tha t the e m p l o ym en t  s i t ua t i o n  f o r  you t h  in 
Mad ang in 1 9 8 0  w a s  a f o r e r unne r  t o  a c r i s i s  o f  un e m p l o ym en t 
among st  young people in all urban areas from 1 98 1 ,  when the number 
of wage j obs available began to decline. 
Am ong s t  women , youth d i d no t sha r e  in the g en e r a l  tend enc y 
for the proportion in wage employment to rise.  
The imbalance in the labour market for young peo ple strongly 
sugge s t s  that the extremely high s tar ting wages for the young and 
un s ki l l ed , f a r  f r o m  pro t e c t i ng youth a g a i n s t  expl o i t a t i o n , a r e  
locking them out from opportuni ties for work experience , tra ining 
and the development of rel iable incomes as wage-earner s .  
The focus on wage employment in this sect ion i s  jus tif ied by 
the ov e r whe l m ing i m po r t an c e  o f  wag e s  a s  inc o m e s  f o r  Papua Ne w 
Gu ineans in the t o wn s . Bu t ,  a s  a fo o t no t e  t o  t h e  chap t e r , we 
ob s e r ve tha t t he p r e l i m in a r y  d a t a  f r o m  the c en s us sugg e s t  tha t 
self-employment and informal sector incomes of various kinds have 
increased greatly in recent year s , from a low base . 
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Policy for the future 
The p r ev i o us s e c t i o n  sho wed t ha t  urban une m p l o ym en t  had 
remained relatively high bet ween 1 9 7 7  and 1 9 8 0 ,  but on the whole 
had no t wo r s e ned exc e p t for the s e r ious  s i t ua t i o n  w i t h  yout h .  
S i nce t h e  m i d d l e  o f  1 9 8 0  when t h e  c en s u s  w a s  t aken , even t s  have 
c o m b i ned in a way tha t is l ik e l y  t o  have g r e a t l y  exac e r b a t e d  
internal imbalance.  
Several developments would have weakened demand for labour in 
urban areas .  First , urban produc tion of  tradable good s has been 
made less compe t i t ive by a substant ial increase in wages relat ive 
to world prices for manufac tured good s .  Second , import-competing 
and export produc t ion have both been set  back by large increa ses 
in ind i r e c t t ax e s  and char g e s  for pub l i c  ut i l i t i e s  ( e s pe c i a l l y  
elec tricity for large user s ) .  Thi rd , produc t ion and employm ent in 
n o n - t r a d a b l e s '  i n d u s t r i e s  h a v e  b e e n r e d u c e d  b y  t h e l a r g e  
contrac tion in dome s t ic demand , so far deriving mainly from low 
export prices and the monetary contrac tion. 
At the s am e  t i m e , a l a r g e  r educ t i o n  in i n c om e s  f r om c a sh 
c r o p s  h a s  m a d e  v i l l a g e  l i f e r e l a t i v e l y  l e s s  a t t r ac t i ve t han 
em ployed l i fe in town.  
For the se reasons , une mployment i s  likel y  to have increased 
m a rked l y  s i nce  m i d- 1 9 8 0 .  But t ha t  i s  no t t h e  end of t he 
depres s ing story. The fur ther reduction in domestic expend i ture 
that is nece s sary to res tore external balance is bound to reduce 
e m p l o ym en t  fur t h e r  and inc r e a s e  i n t e r nal i m b a l an c e  unl e s s  
adjus tments are made i n  other areas o �  policy. 
Following the di scus s ion of  Chapter 5,  the main 'ad j us t ment 
in o t her area s '  t ha t  is r e qu i r e d  i s  t h e l o w e r ing of t he pr i c e  o f  
non- tradable good s ,  and labour , especially urban labour , relative 
to tradable goods.  Thi s is  what we called ' s wi tching' in Chapter 
5 .  
The r e  are  s e v e r a l  r e a s o n s  why deve l o p m e n t s s i nc e  m i d - 1 9 8 0  
require reduc tion i n  the Papua New Guinea co s t s  (e specially urban 
wages) relativ� to internat ional prices , if the ex tent of internal 
imbalance is no t to exceed the high levels sugges ted by the 1 9 80 
c en s u s . An inc r e a s e  o f  about 1 5  p e r  c e n t  in the r a t i o  o f  
interna tional manufac ture s '  prices to urban wages was required to 
r e s t o r e inc en t i v e s  to urb an m anuf ac t u r i ng inve s t m en t  to 1 9 8 0  
levels following the increa se s i n  relative labour costs  from 1 9 80.  
(About one-thi rd of the requi red ad j ust ment had been effec ted by 
t he end o f  1 9 8 2 . ) A s ub s t an t i a l i nc r e a s e  in t h e  ra t i o ,  a t  l e a s t  
ano ther 1 0  p e r  c e n t , would b e  nec e s s a r y  s i m p l y  t o  c o un t e r  the 
e f f ec t s  on the r e l a t ive a t t r a c t i o n s  of r u r a l  and e m p l o yed urb an 
life of the expec ted lower average cash crop pr ices in the 1980s , 
relative to the 1 9 70s.  Fur ther ad jus tment i s  required to offse t  
t h e  adv e r se e f f e c t s  o n  d e m and f o r  l abour in u r b a n  ar e a s  o f  the 
reduc tion in dome s t ic expendi ture , discus sed in Chapter 7 .  
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The r e  i s  no s c i en t i f i c  m e ans o f  a r r i v ing at a prec i s e  
asses sment of  the extent of  the increase in in terna t ional prices 
relat ive to urban wages that is  requi red . But prac tical policy­
makers require a guide for ac tion , and we judge that a reduc t ion 
of b e t we e n  2 5  and 30 p e r  c e n t  in urb an w a g e s  r e l a t i ve to 
interna tional pr ices would be neces sary simply to contain internal 
i m ba l an c e  at 1 9 8 0  l eve l s .  Thi s i s  no t to say tha t m id- 1 9 8 0  
unemployment rates were satis fac tory. Clearly they were no t.  But 
the much larger reduc tions in urban wages relat i ve to o ther prices 
that would be nece ssary to remove unemployment would seem to be 
imprac tical in current circums t a nc e s .  The a d j u s t m e n t  s ug g e s t ed 
he r e  would l e ave high and r i s ing you t h  une m p l o ym en t  and hi gher 
unemployment in towns out side the capi tal as  major problem s that 
would be moderated by further res traint on wages for youth and for 
all urban workers out side Port Moresby. 
It has been the policy o f  Papua New Guinea governments since 
Ind e pend enc e to m a i n t a i n  s t eady t r end s  i n  r e a l  wag e s , w i t ho u t  
f o l l o w i ng c yc l i c a l  m o v e m en t s  in expo r t  p r i c e s .  The r e  a r e  
advan t ag e s in t h i s a p pro ach w h i c h  was f o l l o w ed in t he l a t e  1 9 8 2  
government proposal s t o  the Minimum Wages Board . 
Ad j u s t m en t s  o f  the t ype s ugge s t ed by t h e  anal y s i s  of  t h i s 
cha p t e r  a r e  s i m p l y  no t po s s i b l e , und e r  the wag e indexa t i o n  
a r r ang e m ent s which have a p p l i ed s i nce 1 9 7 7 ,  w i t ho u t  gene r a t ing 
dangerous ly high rates of inf lation. Advoca tes of devalua tion as 
a c ur e  f o r  t h e  c o un t r y' s prob l e m s  over t he pa s t  ye a r  or t wo have 
n o t t a k e n  a c c o u n t  o f  t h i s r e a l i t y .  I f  t h e r e d u c t i o n  i n  
expendi ture tha t  i s  nece s sary t o  achieve ext ernal balance i s  no t 
greatly to exacerbate employment problem s ,  indexation arrangements 
mus t be modi f i ed to allow the nece ssary ' swi tching' . An increase 
of around 2 5  to 30 per cent in the price of  tradable good s would , 
i f  a l l  o t her pr i c e s  in t h e  e c o nom y r e ma ined c o n s t an t , inc r e a s e  
consumer prices b y  around 1 5  t o  20 per cen t .  Through the period 
ov er whi c h  g overnm en t  w a s  s e eking to e f f e c t  t he ad j u s t m e n t , i t  
would be neces sary for increases in consumer prices o f  thi s order 
to p r o c e ed w i t ho u t  t h e  urban m i n i m um wage be ing r a i s ed t o  
compensa te for them.  The associa ted fall i n  living standards of  
peo p l e  who r e m a in e m p l o yed would no t b e  as  g r e a t  a s  this  number 
s ug g e s t s , if  it  wer e po s s i b l e  to  d i r e c t some expend i t u r e  from 
tradable to locally produced non-tradable goods in response to  the 
increased relative price o f  the former . For many members of the 
l a r g e  ho u s eho ld s tha t a r e  c o mmon i n  Papua New Gu inea t o wn s , t he 
reduc t i o n  in l iv ing s t and ar d s  would a l s o  b e  b a l an c e d  by an 
increase in the number of incomes in the househo ld . 
Suc c e s s f u l  i m p l e m en t a t i o n  o f  thi s ' s witching' policy would 
reduce the extent of expenditure contrac t ion that was neces sary to 
res tore external balance .  It would do thi s partly because there 
would be some increase in produc tion 0 £  expor table and impor table 
good s ,  and par t l y  b ec au s e  non- t r ad ab l e s  would b e c o m e  m o r e  
i m po r t a n t  i n  d o m e s t i c  d e m a n d  r e l a t i v e  t o  t r a d a b l e s .  T h e  
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incorporation of a ma jor element of . ' swi tching' along the se l ines 
i n t o  t he a d j u s t m en t  p r o g r am would r ed u c e  t he e x t e n t  of t he 
expendi ture contrac tion tha t was neces sary,  and spread the cos t s  
of  that contrac tion among more peopl e .  
Chapter 9 
Price s t ability : the pas s-through of import prices 
The central ques t ion for analys i s  of  the ro le of  the exchange 
rate in any economy i s  how much pr ices are de term ined by dome s t ic 
fac to r s .  To the extent an economy i s  open and domestic prices  are 
equal to fore ign pr ices t imes the price of  fore ign exchange , there 
is no independen t role for the exchange rate as an inst rument of 
mac ro-economic policy other than to affect the pr ice level : any 
al t e r a t i o n  in i t  w i l l  onl y r e s u l t  in a p r o po r t i o n a t e  chang e in 
domestic pr ices of all commod i t ies.  
I f , ho wev e r , t he r e  a r e  pr i c e s  w i t h i n  the d om e s t i c  ec ono m y  
that are influenced b y  domestic supply and demand independently o f  
the internat ional marke t and the exchange rate , there may b e  scope 
f o r  u t i l i z a t i o n  o f  t h e  exc hang e ra t e  to a c h i e v e  mac r o - e c o nom i c  
balance for var iables o ther than the money supply. As was seen in 
Cha p t e r  5 ,  t he t wo ' r e a l '  v a r i ab l e s , or r e l a t ive p r i c e s ,  mo s t  
frequen tly affec ted by exchange rate policy in economies that are 
not p e r f e c t l y  o p en , are the r e a l  wage and the pr i c e  of t r ad a b l e  
good s relat ive t o  non- tradables . 
Economists  are generally happy to as sume tha t the pr ices of  
tradable good s a t  lea st  are de term ined simply as the fore ign pr ice 
t i m e s  t he pr i c e  of f o r e i g n  exchang e .  As d i s c us s ed i n  Cha p t e r  5 ,  
s om e  c r i t i c s  o f  Papua Ne w Gu inea po l i c y  have q ue s t ioned t he 
a p p l i c ab i l i t y o f  thi s a s s um p t i o n  in thi s e c ono m y .  Thus in 
add i t ion to  analys ing changes in the relative pr ice s of tradables 
and non- tradables we mus t al so exam ine whe ther international price 
and exc hang e r a t e  c hang e s  are ' pa s s ed t h roug h '  i n t o  d o m e s t i c 
prices . 
Thi s chapter examines the evidenc e on the passing through of  
i n t er na t ional i n t o  d o m e s t i c pr i c e s  for  t r adabl e s  in Pa pua Ne w 
Guinea. Chapter 1 0  then analyses  changes in the relative prices 
of t r ad a b l e  and non- t r ad a b l e  g o o d s  in Papua Ne w Guine a .  Bo t h  
chapters begin with asses sment of  the domes t ic evidence , and then 
b r i ng in s o m e  i n t erna t ional  c om par i s o n s . The i n t erna t ional 
compar i sons in Chapter 10 ,  apar t from being analyt ically helpful , 
are relevant to asses sment of the e f fec t s  of exchange rate changes 
on the internat ional com pe t i t ivenes s  of  Papua New Guinea indus try. 
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Behaviour of relative prices over t ime 
Table 9 . 1  provides data on the impor ted goods price index for 
Po r t  Mo r e sb y ,  Lae and Raba ul . The t ab l e  a l s o p r ov i d e s  d a t a  on 
home good s (non- tradables)  to which we ref er in Chapter 10 .  
As would be expec ted ,  im por ted goods have experienc ed a very 
similar pat tern of  pr ice increases in all centres cover ed by the 
Consumer Price Index data collec t ion. There were sl ightly larger 
Table 9 . 1  
Consumer Price Index: 
home goods and imported goods componentsa 
(Dec 1975 • 100 . 0) 
Port Moresby Lae Rabaul 
Weighted 
urban Average Home Imported Average Home Imported Average Home Impor ted 
average goods goods good s good s good s goods 
Quarter 
ended 
1975 D 100 . 0  100 . 0  100 . 0  100 . 0  100 . 0  100 . 0  100 . 0  100 . 0  100 . 0  100 . 0  
1976 M 101 . 4  104 . 2  106 . 4  101 . 7  98 . 7  97 . 6  100 . 0  99 . 1  98 . 2  100 . 0  
J 102 . 5  104 . 7  104 . 8  104 . 6  100 . 7  99 . 6  102 . 1  98 . 4  95 . 4  102 . 2  
s 104 . 3  106 . 1  106 . 8  105 . 5  101 . 3  100 . 2  102 . 6  102 . 0  100 . 3  104 . 2  
D 105 . 6  106 . 9  108 . 5  105 . 1  103 . 9  105 . 3  102 . 3  105 . 6  107 . 7  102 . 8  
1977 M 105 . 7  108 . 0  1 10 . 0  106 . 0  104 . 3  105 . 0  103 . 3  101 . 7  100 . 4  103 . 3  
J 106 . 3  108 . 6  109 . 8  107 . 3  104 . 1  103 . 8  104 . 4  103 . 8  102 . 0  106 . 1  
s 108 . 9  1 10 . 0  1 11 . 0  109 . 0  108 . 2  109 . 3  106 . 8  105 . 9  104 . 6  107 . 6  
D 111 . 0  1 1 2  . 1  112 . 6  111 . 4  1 10 . 4  1 11 . 7  108 . 6  110 . 2  1 10 . 8  109 . 6  
1978 M 1 1 1 . 9  1 14 . 0  1 1 5 . 2  1 1 2 . 8  109 . 9  1 1 0 .  7 108 . 9  1 10 . 1  1 10 . 3  109 . 8  
J 112 . 4  1 1 5  . 1  115 . 7 1 14 . 4  109 . 0  109 . 3  108 . 5  109 . 8  109 . 5  110 . 2  
s 114 . 9  1 18 . 0  119 . 8  116 . 0  1 1 1 .  7 1 13 . 0  1 10 . 2  1 10 . 2  109 . 5  111 . 2  
D 117 . 7 119 . 8  122 . 6  116 . 9  1 1 7  . 2  122 . 7 1 10 . 4  1 14 . 1  117 . o  110 . 3  
1979 M 117  . o  121 . 6  126 . 3  1 16 .  7 112 . 2  1 13 . 6  1 10 . 3  112 . 8  1 14 . 2  1 10 . 9  
J 118 . 3  122 . 8  127 . 3  1 18 . 1  1 13 . 4  1 1 5 . 1  111 . 3  1 14 . 4  114 . 9  113 . 8  
s 121 . 2  124 . 7  129 . 5  119 . 6  1 1 7  . 9  120 . 6  1 14 . 6  1 18 .  7 119 . 4  117 . 7  
D 127 . 0  130 . 9  136 . 6  124 . 9  123 . 3  126 . 5  119 . 0  124 . 4  126 . 5  121 . 7 
1980 M 130 . 7 135 . 5  141 . 6  129 . 1  126 . 7  128 . 7 124 . 1  126 . 3  125 . 5  126 . 8  
J 133 . 0  137 . 0  142 . 8  130 . 8  131 . 7  134 . 7  127 . 8  129 . 5  130 . 0  129 . 0  
s 136 . 2  140 . 4  145 . 7  134 . 8  134 . 6  135 . 3  133 . 5  133 . 4  134 . 4  132 . 1  
D 141 . 9  148 . 4  157 . 4  138 . 8  139 . 2  141 . 4  136 . 4  137 . 3  137 . 7 136 . 6  
1981 M 145 . 0  1 55 . 2  170 . 1  139 . 5  139 . 9  141 . 5  138 . 0  137 . 0  136 . 3  137 . 8  
J 144 . 9  1 52 . 6  163 . 1  141 . 7  140 . 1  140 . 7  139 . 3  137 . 6  137'. 3 138 . 0  
s 145 . 8  152 . 0  160 . 4  143 . 2  140 . 2  138 . 2  142 . 6  139 . 5  138 . 7 140 . 7  
D 149 . 8  156 . 9  164 . 2  149 . 3  142 . 9  142 . 5  143 . 3  144 . 8  145 . 4  144 . 0  
1982 M 151 . 8  159 . 9  168 . 2  151 . 1  144 . 4  143 . 1  146 . 0  147 . 6  148 . 1  147 . 1  
Jb 151 . 5  157 . 5  163 . 2  151 . 5  144 . 4  142 . 0  147 . 3  149 . 1  150 . 2  147 . 6  
s 154 . 4  158 . 8  166 . 6  1 50 . 5  150 . 0  1 51 . 2  148 . 6  1 50 . 9  1 53 . 1  148 .0  
a ' Home goods ' are def ined as those good s and services ei ther wholly produced 
within Papua New Guinea or substantially worked up within Papua New Guinea . 
' Imported goods ' are those goods for which the only dome s tic content relates to 
the transport and wholesale/ retail margins applied in distributing the goods 
from the wharves to the final consumers . ' Home goods ' represent 51 . 8  per cent 
of the base year basket of goods for Port Moresby, and ' Imported good s ' account 
for the remaining 48 . 2  per cent of the total basket . For Lae and Rabaul the 
b 
proportions are 55 . 9  per cent and 44 . 1  per cent respec tively . 
June Quar ter 1982 Goroka : Home Goods 158 . 2 ;  Impor ted Goods 146 . 7 . 
Madang : Home Goods 146 . 8 ;  Impor ted Goods 148 . 4 .  
Sources : National Stati stical Office , Consumer Price Indexes , various i s sues ; National 
Statist ical Office , Consumer Price Indexes ; Technical Note No . 3 :  Regimen and 
Weights ; and authors ' own calculations . 
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inc r e a s e s  in t he pr i c e  o f  i m po r t e d  good s in t he p e r i o d  December  
quar t e r 1 9 7 5  to  June quar t e r 1 9 7 6  i n  Po r t  Mo re sby t han in o t her 
to wns . After tha t , the inc rease in prices of imported good s moved 
roughly in parallel ac ross all centre s .  
Pas s-through o f  impor t prices into consumer prices 
Re ference was made in Chapter 2 to an argument tha t  in Papua 
Ne w Gui n e a  i m po r t e r s  and / o r r e t a i l e r s m ake no ad j u s t m en t  t o  
dome s t ic prices in re sponse to increases i n  the fore ign exchange 
value of the kina , so tha t impor ters and retailers permanently 
increase their pro f i t  marg ins as  a resul t of  a revaluat ion. There 
w a s  a l so r e f e r enc e to a m o r e  s o ph i s t ic a t ed argum en t , t ha t  in a 
per i od in which p r i c e s  a r e  r i s ing in i n t erna t ional c u r r e nc y , 
importers and / or retailers hold domestic nom inal prices cons tant 
in response to increa ses in t he foreign exchange value of  the kina 
un til such time as increases in internat ional prices have reduced 
t h e i r  pro f i t m a r g in s  to p r e - r ev a l ua t i o n  l ev e l s .  To t he ex t e n t  
tha t  ei ther argument operates i n  prac tice , the power of  a s t rong 
and s treng thening exchange rate to del iver price s tability wi thout 
adver se side-ef fec t s  would be thro wn into doubt . 
Before addre ssing the se is sues , i t  is wor th consider ing the 
pr i c e - s e t t i ng a r r angemen t s  a p p l ying in t h e  Papua Ne w Guinea 
ec onom y .  To t a l  s a l e s t h rough r e t a i l  o u t l e t s  a r e  r unn i ng at  a 
l i t t l e  over KSOO m i l l i o n  per year . O f  t he s e  s a l e s , 2 7  p e r  c en t  
are accounted for by t welve large retailer s ,  each o f  which has an 
annual re tail turnover in excess of K2 .S  million. The 'big three' 
of t he r e t a i l  t r ade in Papua Ne w Gu inea - S t e am s h i p s Trad ing 
Com pany , Burns Ph i l p  and Carpen t e r s  - ac c o un t  for ab o u t  16 per 
cent of  to tal re tail t urnover . 
Di scuss ions of price-se t ting with the execut ives and owner s  
o f  a num b e r  o f  t he l a r g e r  and s m a l l e r  r e t a i l  o u t l e t s  s ugge s t ed 
t ha t  r e t a i l e r s  ado p t  a ' c en t r a l i s t '  a p p r o a c h  to t he p r i c ing of 
t he i r s t o c k .  By ' c en t r a l i s t ' , we m e an t ha t  t he main o r  head 
o f f  i c e  o f  t he bus i ne s s  s e t s  t he r e t a i l  m ar g in s  t o  b e  a pp l i e d t o  
produc t s .  Thi s approach is  prevalen t  i n  rela t ion t o  all the high­
turnover lines , not abl y food stuffs  and general grocer ies.  It i s  
cla imed t hat  thi s approach has been ado pted to counter a l o w  level 
of ex per t i s e in p r i c ing at t he ind i v i d ual s t o r e  or d e p a r t m en t  
level . Thi s  approach was confi rmed b y  ins pec t ion o f  documents in 
some case s where thi s was allo wed by managemen t . 
To o pe r a t e  t h i s s y s t e m , s o m e  o f  t he l a r g e r  r e t a i l e r s  use 
sophi s t icated computer-con t rolled pric ing sys t em s  so t ha t  t he set  
mark-ups are  applied and a sell ing price der ived before the good s 
r e a c h  t he s t o r e  c o nc erned . The s m a l l e r  re t a i l e r s  u s e  l e s s  
s o ph i s t i c a t ed s ys t e m s .  Nev e r t he l e s s  t he he ad o f f i c e  s t i l l  
d e term ine s t he mark-�ps t o  be appl ied , and in some cases the final 
selling pric e .  At t he ind ividual s tore , s taff ei ther apply the 
mark-ups to t he int o-s tore co s t  of the produc t , or j us t  mark t he 
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good s at the sell ing price adv ised by head office.  Some company 
officials no ted t ha t , owing to t he penal t ies  for breach of pr ice 
control regulat ions , t hey could no t af ford to have staff wi th t he 
l i m i t ed exper t i s e  o f  t ho s e a t  a numb e r  o f  s t o r e s  t r y i ng t o  
calculate the approximate sell ing pr ice wi th no thing more than the 
ex-fac tory or f .o .b import  value . 
For lines o ther than food and groc eries t he pr ic ing policies 
t end to vary be t ween retailer s .  Once again t here appear s  to be a 
s t r o ng ' c en t r a l i s t '  appr o ach , but  f o r  s o m e  i t e m s  ( s uch a s  
elec tr ical appl iances and aud io equipment where t here i s  a degree 
of non- pr i c e  c om p e t i t i o n  der ived from brand nam e s ) , i n d i v i d ua l  
s tores are given a cer tain degree o f  freedom wi t hin which t o  set  
pr ices . 
I n  s e t t i n g  f i n a l  r e t a i l  p r i c e s , w h e t h e r  t h r o u g h  a 
'centrali s t' approach or s tore by s tore , all re tailers que s t ioned 
ind i c a t e d t ha t  t he y  u s e d  t he ' c o s t  plus ' appro a c h .  Tha t i s ,  f o r  
im por t ed produc t s , t he f .o .b .  v a l u e  o f  t he pro duc t would b e  
converted into kina value at  the curren t exchange rate , and then 
c o s t s  o f  ov er s e a s  t r ans po r t ,  i n s ur anc e , agen t s '  f e e s , whar f a g e , 
stevedoring , domestic transpor t  and wholesale and retail mark ups 
would be appl ied .  Whole sale and retail margins were repor t ed to 
be r e a s o nab l y  s t a b l e  over t i m e , f o r  ex a m p l e  wi t h  the sugg e s t i o n  
from one source tha t  t hese margins had no t changed subs t ant ially 
sinc e 1980. The fixing of margins by the Prices Controller could 
c o n t r ibute  to thi s s t ab i l i t y  ( o v e r  4 0  p e r  c e n t  of t he C P I  baske t 
o f  g o o d s i s  s u b j e c t  t o  p r i c e  c o n t r o l )  a l t h o u g h  p e r c e i v e d  
compe t i t ive pre s sure s could also be a fac tor . (Thi s i s  di scus sed 
more fully later in thi s chapte r .) 
The info r m a t ion prov ided by r e t a i l e r s  i nd i c a t e s  t ha t  f o r  
f o od s t uf f s  a n d  m a j o r  g r o c e r y  l ine s a t  l e a s t , t he e f f e c t o f  any 
change in the f .o .b value of  a consumer produc t could be pas sed on 
t o  consum e r s  v i a  i t s  f inal  s e l l ing pr i c e .  As an exam p l e  o f  t hi s 
e f f ec t ,  d a t a  wer e c o l l e c t e d  on t he m ov e m e n t  in pr i c e  o f  t i nned 
mea t .  Figur e 9.1 presen t s  movement s in t he average re tail pr ice 
o f  Ox and Palm canned c o rned beef t o g e t h e r  w i t h  f l uc t ua t i o n s  in 
t he kina / Aus t r a l i an d o l l ar exchang e r a t e .  I t  i s  kno wn t ha t  t he 
ex- f a c t o r y  p r i c e  o f  t hi s  b r and o f  c anned c o r ned b e e f  r o s e  by 
ne a r l y  9 p e r  c en t  i n  l a t e  1 9 7 9 . Sho r t l y  a f t e r w a r d s , i n  m i d ­
De c e mber , t he ki na was r ev a l ue d  by 5 p e r  c en t .  The ex- f a c t o r y  
cost  o f  Ox and Palm canned corned bee f ha s remained subs tan t ially 
t he same in Au s t r a l i an d o l l a r t e r m s  s i nc e t he end o f  1 9 7 9 .  Any 
change in the final re tail pr ice should t here for e ref lec t changes 
in the exchange rate or changes in the cos t s  incurred between the 
f ac t o r y  d o o r  in B r i s b ane . A u s t r a l i a , a nd t h e r e t a i l  m a r k e t i n  
Papua New Guinea. A s  i t  i s  a pr ice-cont rolled i tem , the wholesale 
and retail margins on thi s produc t have al so been held constan t .  
The degree o f  corre spondenc e be tween the average retail pr ice 
and m ov e m e n t s  in t he exchan g e  r a t e  c an be o b s e rved f r o m  F i gure 
Kina A $ Price 
$ A1.25 Kl .1 2  
$ A1.26 Kl .10 
$ A1.27 Kl .08 
$ A1.28 Kl .06 
$ A1.29 Kl .04 
$ A1 .30 Kl.02 
$ A1 .31 Kl.00 
$ A1.32 
l 
I \ . , , : I \ :  
i \ ; 
I � 
I ;\ 
I : I 
I . \ 
I I 
I :  
, : 
I :  
I :  
,_ .. . I . ,  I 
I 
I 
I 
S 0 N D  J 
1979 
--- Exchange rate 
- - - - Major store price 
· - - - - - - - Av.retail price 
I 
\ 
··: 
\ 
\ 
\ 
..... 
, _  
\ 
\ 
\_ 
l l 5  
"\ - ,  \ I \ 
' I \ " \ 
\ 
\ 
F M A M J J A S O N D J  F M A M J J A S O N D J  F M A M J J 
1980 I 1981 I 1982 
F igure 9 . 1  Retail prices of canned corned bee f ( Ox and Palm 340g) 
9 . 1 .  The d e c l ine in r e t a i l  pr i c e s  f o l l o w i ng t he D e c e m b e r  1 9 7 9  
r e v a l ua t i o n  w a s  a r o und 1 . 3  p e r  c e n t , and o c c u r r ed ov e r  a s e v en­
month per iod . At t he s am e  t i m e , t he exc hang e r a t e  w i t h  t he 
Au s t r a l i an d o l l a r  f l uc t ua t e d  be t w e e n  1 . 3 1 4  and 1 . 3 0 3 , whi l e  the 
effec t s  o f  an increase of more than 1 1  per c ent in shipping rates 
b e t w e e n  Au s t r a l i a  and Pa pua Ne w Gu i n e a  in 1 9 7 9  ( f o l l o w ed by a 
f ur t h e r  6 p e r  c en t  i nc r e a s e  i n  1 9 8 0 )  w e r e  f l o w i ng t h rough to  
av e r a g e  r e t a i l  pr i c e s .  A 3 . 7  per  c en t  d e p r e c i a t i o n  of  t he ki n a  
a g a i n s t  t he Aus t r a l i an d o l l a r i n  e a r l y  1 9 8 1  p r om p t e d a c o m m e n­
surate increase in the retail price of canned corned bee f .  More 
r e c en t l y ,  t he a p pr ec i a t i o n  o f  t he k i n a  ag a i n s t  the Au s t r a l i an 
dollar ha s resul ted in further reduc t ions in the retail pr ice.  
Figur e  9 . 2  provides example s of movements in  the  retail  pr ice 
and av e r a g e  f .o .b i m po r t  val ue of four m a j o r food i t e m s .  The 
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f .o .b v a l u e s hav e b e e n  d er i v e d  f r o m  Papua New Gui n e a  i m po r t  
stati stic s .  Whi l e  the value s relate to the general commod ity i tem 
for which retail pr ices have been obtained , the se import commod i ty 
groups often inc lude a range of dif feren t  brand s and even produc t s  
sourc ed f r om d i f f e r en t  c o un t r i e s .  Thus f l uc t ua t i o n s  in t he 
average impor t val ue s  may no t accurately reflec t movements in the 
f .o .b i m po r t  v a l u e  o f  t he p r o d uc t  f o r  whi c h  r e t a i l  p r i c e s  a r e  
sho wn for compar i son purpose s .  The timing o f  major ad j us tmen t s  i n  
the kina exchange rate are shown i n  the graphs . 
Au s t r a l i a  i s  t he m a i n  s o ur c e  f o r  the f i r s t  thr e e  p r o d uc t s  
w h i l e  J a p a n i s  t h e m a i n s o u r c e o f  c a n n e d  m a c k e r e l .  T h e  
a p p r e c i a t i o n  o f  t he k i n a  a g a i n s t  t h e  Au s t r a l ian d o l l ar b e t w e e n  
July 1 9 7 6  and Apr i l  1 97 8  appear s t o  have r educed correspondingly 
i m po r t  pr i c e s  for g o od s i m po r t e d from Au s t r a l i a .  Thi s  i n  t u r n  
r e s u l t e d i n  d e c l ine s i n  r e t a i l  pr i c e s  o r  a t  l e a s t  r e s t r a i n t s o n  
fur ther gro w t h .  Un f o r t un a t e l y  ov e r s e a s  shi p p i ng and dom e s t i c 
c o s t s  incur r ed b e t w e en t he f a c t o r y  d o o r  and t he f in a l  po i n t  o f  
r e t a i l  sa l e  a r e  no t sho wn in thi s pr e s en t a t i o n .  Tab l e  1 0 . 5  
i nd i c a t e s  t ha t  g e n e r a l  c a rgo r a t e s  g r e w  b y  2 0  p e r  c en t  i n  t he 
per iod 1 97 6  to 1 97 8 ,  and whar fage and hand ling charges increased 
by 1 5  per c e n t  o n  ov e r s e a s  f r e i g h t  and 20 p e r  c en t  o n  c o a s t a l  
freight over the same per iod . 
Deprec iation of the kina increases in the f .o .b . price index. 
The increa se s in bo th the im port price index for t inned mackerel 
and the retail pr ice of tinned fi sh in late 1 9 7 6  for example , were 
a direct consequence o f  the 7.2 per cent depr ec iat ion of the kina 
a g a in s t  c u r r e n c i e s  o t he r than the Au stral ian dol lar in November 
1 97 6 . 
The repeated revaluat ions of the kina ( al though inter s per sed 
with the occas ional depreciat ion) appear to have had the e f fec t  of 
mov ing the average import pr ic e ( and ultimately the average retail 
pr i c e )  of t h e  c o m m od i t i e s  i n c l ud ed i n  F i gur e 9 . 2  d o wn t o  l o w e r  
p l an e s .  Ho wev e r , a s  i s  e v i d e n t  i n  the c a s e  o f  t he De c e m b er 1 9 7 9  
revalua t ion , a one-o ff reval uat ion , while moving the pr ice ind ex 
to a l o w e r  p l a n e , d o e s  no t p r e v e n t  f u t u r e  inc r e a s e s i n  o f f s ho r e  
pr ic e s  be ing t r ans f e r r ed t o  t h e  Pa pua Ne w Gu i n e a  e c o n o m y .  Thi s 
e f  f e e t c an be s e e n  m o r e  c l e a r l y  f r o m  the g r a ph o f  r i c e  p r i c e s  ( a  
p r i c e - c o n t r o l l e d i t e m ) . The g r o w t h  i n  i m po r t  p r i c e s  whi c h  
c o m m enc ed to ward s t he end o f  1 9 7 9  w a s  i m m ed i a t e l y  r e f l e c t e d  in 
i nc r e a s e d r e t a i l  p r i c e s  for r i c e .  The 5 p e r  c en t  r ev a l ua t i o n  o f  
December 1 9 7 9  moved bo th the import pr ice and the retail pr ice on 
to a l o w e r  p l ane ( a l b e i t a t  a h i g h e r  l ev e l  t h an t he pr i c e s  t ha t  
existed in m id- 1 9 7 9 ) .  However , the pric e continued to rise in the 
m a i n  s u p p l y i ng c o un t r y  ( Aus t r a l i a ) a n d , a s  i s  i nd i c a t e d by t h e 
g r a ph , d om e s t i c  pr i c e s  a g a i n  inc r e a s e d  and by m id - 1 9 8 0  had 
surpa ssed the l evel s reached pr ior to the revalua t ion. 
Failure to recogni ze that onl y a one-off reduc tion in import 
pr i c e s  can b e  a c h i ev e d  b y  a r ev a l ua t ion ha s r e s u l t ed i n  s om e  
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Figure 9 . 2  Movement i n  selected retail price s , 19 75-81 
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Figure 9 . 2  ( shown on p . 11 7-18) 
Movement in selected retail prices , 19 75-81 
Note : While presented on the s ame graph , the diffe rent scales 
used for the retail price series and the import price 
index result in an inc reas ing divergence be tween the two 
t ime serie s . 
Key 
1 .  26 July 19 76  - kina revalued by 5 per cen t . 
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2 .  29 Novemb er 1976  - Aus t ralian do l lar devalued by 1 7 . 5  per cent 
kina apprec iated agains t A$ by 12 . 5  per cent and depreciated 
by 7 . 2  per cent agains t  o ther cur rencies .  
3 .  14 Decembe r  19 76 - following upward adj us tment o f  A$ exchange 
rat e ,  kina depre c iated by 2 . 2  per cent agains t A$ . 
4 .  29 December 1976  - further small revaluat ions o f  A$ prompts 
1 . 9  per cen t  deparciat ion of  kina agains t A$ . 
5 .  4 Augus t 19 7 7  - kina appreciated by 1 . 0  per cent agains t A$ . 
6 .  15 November 19 7 7  - kina apprec iated by 1 . 0  per cent against  
A$ . 
7 .  9 January 19 7 8  - kina revalued by 4 per cent . 
8 .  10 April 1978  - kina app reciated by 1 . 38 per cent against  A$ . 
9 .  1 7  December 1 9 7 9  - kina revalued by 5 per cent . 
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c onfus i o n  and c r i t i c i s m  of t he hard kina po l i c y  o n  t he b a s i s o f  
exper i e nc e  w i t h  t he 1 9 7 9  r ev a l ua t i on.  Ho w ev e r , t he ava i l ab l e  
ev i d e n c e  sugg e s t s t ha t  t h e  1 9 7 9  r ev a l ua t i o n  had i t s  d o wn wa r d  
e f f e c t o n  i m po r t  pr i c e s  ( i n kina t e r m s )  a n d  r e t a i l  pr i c e s  i n  t he 
· same way as the revalua t ions of 1 9 7 6  and 1 97 8 .  In the absence o f  
revalua t ions dur ing 1 980 as wo rld prices cont inued to cl imb , the 
e f f e c t o f  t he 1 9 7 9  r e v a l ua t i o n  o n  d om e s t i c pr i c e s  w a s soon 
s ur pa s s ed by t he i nc r e a s e s in pr i c e s  o c c ur r i ng i n  Pa pua Ne w 
Gui n e a ' s m a in supp lying sourc e s .  The publ i c a t i o n  o f  t he CP I  
e s tima te s and a s soc iated pr ice deta i l s  o n  a quart erly ba sis  also 
di sgui sed the downturn in pric es tha t. occurred as a resul t of the 
revalua t ion and resul ted in mi sd irec ted publi c  debate .  
A major part  of  thi s debate was ini tiated in  a paper by  Yari 
publ i s hed in t he Bank o f  Papua Ne w Gu ine a ' s Quar t e r l y  E c o no m ic 
Bul l e t i n . 1 Y a r i  se t out to exa m ine the i m pa c t o f  chang e s  i n  
import pr ice s o n  consumer pr ices i n  Papua New Guinea as a result 
of  the revalua tion of December 1 9 7 9 .  Hi s observation of  downward 
m ov e m ent s and s t ab i l i z a t i on in t he l a nd ed c o s t s  o f  n e a r l y  a l l  
commod ities  exam ined in hi s study led hi m to the conclus ion that 
thi s  ' should have led to some quick reduc tions in retail pr ice s' . 
However , �asing hi s observat ions upon movem ents in d i saggregated 
quar t e r l y  d a t a f r om t he C P I ,  Yar i c o m m en t e d t ha t  ' t he r e t a i l  
i m po r t  pr i c e s  inc r e a s ed c on t i nuous ly d ur i ng the f i r s t  ha l f  o f  
1 980 ' • 
A s  c a n b e  s e e n  f r o m  F i g u r e  9 . 2 ,  a n y  r e d u c t i o n  o r  
stabil i za t ion in the retail pr ice o f  im por ted food stuffs a t  tha t  
t i m e  w a s  qui c kl y  d i s s i pa t ed by the ex t e n t  o f  t he inc r e a s e  i n  
pr i c e s in the  m a i n  s u ppl ying c o un t r i e s .  Al s o  t he r e  wa s o f t en a 
lagged effec t in the flo w-on of any stabili zation or reduct ion in 
import pr ices ( see Tabl e 9 .3)  and , when such a res traint in pr ice 
r i s e s  o c c ur r ed , i t s  e f f e c t was i nv a r i ab l y  l o s t  i n  the quar t e r l y  
av e r ag i ng o f  d a t a  f o r  C P I  p r e s e n t a t i o n  pur po s e s .  Fur t h e r m o r e , 
Yari ' s  lim ited analys i s  of change s  in over seas shipping , insurance 
a nd ag e nc y  c h a rg e s  and a l l o w abl e d o m e s t i c  t r an s po r t  c o s t s  ( in 
add ition to the Prices Controller 's  given wholesale/ retail mark­
ups) re sul ted in 'gross  margin' e s timates that behaved erra t ically 
over t i m e .  Ho wever , thi s d i d no t d e t e r  h i m  f r o m  d r a w ing t he 
c o n c l u s ion t ha t , a s  a r e s u l t o f  t h e  r ev a l ua t i on , t r a d e r s  w e r e  
making mono poly profi t s  above pr ice control lim i t s .  
Yar i ' s  analysis  did po int t o  a n  appar ent do wnward s t ickiness 
in r e t a i l  pr i c e s  for some m o r e  durab l e  hous eho ld and c l o thing 
produc t s .  For the se type s of products  ( for exam ple elec trical and 
whi te good s , clo thing and motor vehicle spares ) ,  retailers advi se 
t ha t r e t a i l  p r i c e s a r e  l e s s  f l e x i b l e .  Re t a i l e r s  r e p o r t  t ha t  
hav ing s e t  the pr i c e  fo r t he s e  t ype s o f  produc t s , exc l ud ing the 
1 .  M .  Ya r i ,  ' E f f e c t s  o f  De c e m b e r  1 9 7 9 r ev a l ua t i o n  o n  i m po r t ed 
pr ices' , Quarterly Economic Bulletin,  Dec ember 1 980.  
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po s s ib i l i t y of a s a l e  to c l e a r o u t - o f -d a t e  s t oc k ,  r e t a i l  pr i c e s  
wi l l  c o n t i nue to  r e f l ec t the c o s t  o f  t h e  good whe n  i m po r t e d , 
r a t her t han b e i ng a d j us t ed t o  r e f l e c t  d a i l y  c hang e s in t he 
exc hang e r a t e . Pr i c e  ad j us t m en t s  f o r  the s e  type s o f  prod uc t s  
t he r e f o r e  c an b e  l u m p y .  Thu s , i n  a per i o d  o f  r a p i d  o v e r s e a s  
inflation such as  late 1 9 7 9  through 1 980 , a one-off ad j ustment in 
t he exchang e r a t e  may no t be r e f l e c t ed i n  r e t a i l  pr i c e s  i f  an 
over seas order is no t invo iced immed iately after the exchange rate 
change and before the r i sing wo rld pr ice o f  the produc t swam ps the 
effect o f  the revaluation in kina term s .  
Wha t c o n c l u s i o n s  c an we d r a w  o n  whe ther  t r ad a b l e  c o n s um e r 
good s '  pr i c e s  a r e  i m m ed i a t e l y  r e s p o n s i v e  to c hang e s  i n  the 
interna t ional value of the kina? Movement s in the Consumer Price 
Index a r e  no t v e r y  h e l p f u l  in an s w e r ing thi s que s t i o n  as the 
quar terly movement s  o f  ten di sgui se the individual monthly changes 
i n  p r i c e s .  Nev e r t he l e s s  s o m e  m ov e m en t  even i n  the CPI-ba s e d  
import price index for the urban c entres o f  Port More sby, Lae and 
Rab aul c an b e  d i s c e r ned fo l l o wi ng r e v a l ua t i o n s  o f  the kina ( s e e  
Table 9 . 1 ) .  For example , following the kina appreciat ion aga inst 
the Aus tral ian dollar in November 1 97 6 ,  the Dec ember quar ter CPI­
b a s ed i m po r t  ind e x  f o r  t ha t  ye ar r e c o r d s  a d e c l i ne f o r  Lae and 
Rabaul ( al though an increase in the value for Port  Moresby) . The 
4 per cent revalua t ion of the kina in January 1 9 78  did no t result 
in a decl ine in the quar terly index , al though the increase in the 
i m po r t  i nd ex f o r  Lae and Rabaul w a s  s l i g h t ' a t  a t i m e  o f  b i g �  
interna t ional inflat ion ( see Chapter 3 and the conc luding pages o f  
thi s cha p t e r ) .  
The m on t h l y  r e t a i l  pr i c e  m ov e m en t s  and i m po r t  f . o .b .  p r i c e  
movements pre sented for some par t i c u l ar f o od s t u f f s  s ugg e s t  t h a t  
the expec ted correlation ha s been present be tween the movement i n  
t h e  v a i ue o f  t he kina in t e r m s  o f  o t h e r  c u r r e nc i e s  a n d  pr i c e s  o f  
t r a d a b l e  g o o d s i n  t h e  d o m e s t i c  e c o n o m y .  Ho w e v e r , w h i l e  
s ta t i s tical analysis conduc ted by the authors on the data sho wed 
the expected correlation between a large sample of import prices 
and re t a i l  pr i c e s , t he r e  was s o  m uc h  ' whi t e  no i s e '  i n  t he pr i c e  
d a t a  t ha t t h e  ob s e rved r e l a t i o nshi p w a s  no t s t a t i s t i c a l l y  
s i gni f i c a nt . Nev e r t he l e s s  t he m o n t h l y  d a t a  ana l y s ed b y  t he 
autho r s  c o n f i r m ed a r e s po n s e  in r e t a i l  pr i c e s  to the 1 9 7 9  
revalua tion, although thi s  response was quickly out weighed by the 
price rises occurr ing in supplier countr i e s .  
Wh i l e  t h e r e  i s  n o  s uppo r t  f o r  t he argum e n t  t ha t  kina 
revalua tion led to permanently inc reased mark-ups , the availab le 
evidence sugge s t s  that for good s other than food stuffs , traders or 
r e t a i l e r s  he l d  pr i c e s  c o n s t a n t  un t i l  increases in import prices 
had removed the temporary extra pro f i t  margins . However , rather 
than being a deliberate policy of importers and retailers hold ing 
d o m e s t i c  pr i c e s  c o n s t an t , t h i s t e nd ency would a p pe ar t o  be a 
resul t of the bulky purchasing arrangements applying to the supply 
of the se type s of product s  to whole salers and retailers.  Even in 
122 
the area o f  food stuf f s , importers and retailer s he s i tate to reduce 
t he s e l l i ng pr i c e  o n  g o o d s whi c h  they have a l r ead y i m po r t ed and 
paid for , but which because o f  the announcemen t  of an unexpec ted 
r ev a l ua t i o n , are no w ava i l ab l e  f r om ov e r s e a s  at a l o we r  k i na 
pr i c e . Thus , f o r  exa m p l e , the l a g  in d o wnward m o v e m e n t  i n  r i c e  
p r i c e s  f o l l o w i ng t he 1 9 7 9  r e v a l ua t i o n  ( s e e  F ig ur e  9 . 2 )  c a n  b e  
e x p l a i n e d  i n  t e r m s o f  r e t a i l e r s  c l ear ing pre-revalua tion valued 
s tock . 
In sum m ar y ,  t h e r e fo r e , t he ev i d enc e would ind i c a t e tha t 
pr i c e s  have b e en f l ex i b l e  i n  r e s po n s e  t o  c hang e s  i n  t he v a l ue o f  
the kina . Ho wever , pr i c e  chang e s  have no t a l ways f o l l o wed 
i m m ed i a t e l y  upon a c hang e  i n  t he v a l u e  o f  t he k i na .  I t  would b e  
valuable for the autho r i t i e s  t o  have acc ess  to monthly p r i c e  data 
to check the degree of pr ice response to exchange rate movement s .  
Role o f  monopoly and competit ion 
The r e  would be f u l l  and i m m ed i a t e  c hang e s  i n  pr i c e s  in 
response to exchange rate changes unless  there was some d egree of 
monopoly in importing or d i s tr ibution , and unless  the behaviour of 
monopol i st s  was d i f ferent a f t e r  c u r r e nc y  r ev a l ua t i o n s  ( t ha t i s ,  
they d id no t exp l o i t  a l l  o f  t he i r  po wer to r a i s e  pro f i t s  exc e p t  
after revalua t i o n s ) . 
As pr ev i o us l y  no t e d , t w e l v e  m a j o r r e t a i l e r s  a c c ount f o r  
around 2 7  per cent of  retail turnover ( exclus ive of  local market 
trade) .  The remaining 7 3  per cent of turnover is shared be tween 
about 1 500 retail e s tabl i shment s (based on the population included 
in the Na t i onal S t a t i s t i c a l  O f f i c e ' s  Re t a i l  Trad e Cen s u s ) .  
Ho wev e r , in add i t ion t h e r e  are  a l a r g e  num b e r  o f  s m a l l  s e m i ­
por t a b l e r e t a i l  ou t l e t s  ( ' ka i  wag g o n s ' ) , p l us a r ang e o f  v i l l ag e  
t r ade s t o r e s  o f  var i o u s  d e g r e e s  o f  s o ph i s t i c a t i o n .  Muc h o f  t he 
turnover of the se lat ter groups i s  in ef fec t included as turnover 
of the more formal retail outlets from where they ob tain suppl ies 
before resell ing at even hi gher retail pr ices than those at which 
they purcha sed their s tock. 
The l e v e l  of  r e t a i l  com pe t i t i o n  in the c o un t r y ,  ho wever , 
c anno t b e  j ud g e d  s im pl y  b y  r e f e r ence t o  t h e  num b e r  o f  r e t a i l  
es tabli shments  in operat ion and the conc entration o f  retail trade 
i n  t he hand s of a f e w  re t a i l e r s .  In g e n e r a l  e a c h  of t he t w e lve 
major retailers i s  regional in i t s  ac tivities ( for example , being 
mainly restric ted to the Highl and s reg ion , or the Island s  region) . 
S t eam shi ps and Bur n s  Phi l p  en j o y pe r ha p s  t he w i d e s t  s p r e ad o f  
r e t a i l  o u t l e t s  t h r o u g h o u t  t h e c o u n t r y .  T h i s r e g i o n a l  
conc entration o f  most retailers combined wi th the limited acc ess  
some o f  the remo ter regions have to more than one s tore , can mean 
t ha t  r e t a i l e r s i n  tho s e  r e g i o n s  ho l d  s t r o ng m o no po l i s t i c  o r  
ol igopolis tic po si t i o n s . 
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Fur thermore , the indenting and wholesaling of good s tend s to 
b e  c o n c en t r a t e d  i n  t he hand s of a l i m i t e d  num b e r  of o p e r a t o r s ,  
inc l ud i ng the t w e l v e  l ar g e s t  r e t a i l e r s pr e v i o u s l y  i d en t i f i e d . 
Aga in t he r e  would a p pe ar t o  b e  o p po r t uni t y  f o r  t he exer c i s e  o f  
o l i g o p o l i s t i c  p o w e r .  Ho w e v e r , t h e m e r e  c o n c e n t r a t i o n  o f  
who l e s a l i ng ac t iv i t y  i n  t he hand s o f  a l i m i t ed num b e r  o f  
bus i n e s s e s  d o e s  no t sugg e s t  t ha t  such p o w e r  would be us e d  
differently a f ter curr ency r evalua t ions than a t  other times . 
The Pr ices Cont roller i s  able to exerc i se som e control over 
m o no po l i s t i c  o r  o l i g o po l i s t i c  t e nd enc i e s  in e i t h e r  r e t a i l  o r  
who l e s a l e  t r ad ing . The pr i c e  c o n t r o l  sys t e m  ope r a t i ng i n  Papua 
New Guinea involve s a pr ice s justi ficat ion process for seventeen 
l o c a l ly-b a s e d  m anuf ac t ur ing and s e rv i c e  ind us t r i e s ,  a p r i c e s  
no ti fication system a s  an al ternat ive to pr ice s j us t i fication for 
s m al l e r  f i r m s ,  and pr i c e  c o n t r o l  wh i c h  i s  a p p l i e d  by e i ther 
s e t t i ng t he p e r c e n t ag e  m ar k  up o r  m ax im um pr i c e  t ha t  c an b e  
c ha r g ed by t r ad e r s .  Cur r en t l y  c on t r o l s  a p p l y  t o  who l e s a l e  and 
retail pr ice s of  t wenty-four consumer i t em s , t wenty of which are 
inc l ud e d  in t he CPI b a s ke t .  The s e  t w e n t y  i t e m s  a c c ount f o r  4 3  
per c ent o f  the CPI baske t  and i n  1 98 1  accounted for about 3 7  per 
c en t  of t he inc r e a s e  in t he CPI ( s e e  Tab l e  9 . 2 ) .  
Re tai ler s claim tha t  the degree o f  com pe t i t ion (espec ially in 
the  l ar g e r urban ar e a s )  co n s t r a in s  t he pr i c e  they s e t  f o r  the i r  
m e r c hand i s e .  Whi l e  r ec ogni z ing t he l o c a t i o n a l  c om pe t i t iv e  
advantages tha t  some of the ir stores give them o n  daily e s sential 
i t em s ,  t he s e  r e t a i l e r s  would c l a im t ha t  f o r  l a rger  i t em s  whe r e  
cus tom er s  a r e  more l ikely t o  shop around , they mus t compe te e i ther 
through pr ice or br and name identification in order to keep sale s .  
Cer tainly the evidenc e suggests  that a range o f  pr ices apply,  
even o n  goods which a r e  s ub j e c t  to  pr i c e  c on t r o l .  Tab l e  9 . 3  ha s 
b e en ad a p t e d  f r o m  d a t a  o b t a i n ed from t he Na t i onal  S t a t i s t i c i an . 
It shows the s imple average , median and range of pr ices applying 
t o  5 kg pa c ks o f  r i c e  in the 3 m o n t h s  b e f o r e  the Dec e m b e r  1 9 7 9  
r ev a l ua t io n  and i n  t he s ub s e quent 1 0  m o n t h s . For c om par i s o n  
purposes the Pr ices Contro ller ' s  gazetted pr ic e is sho wn. 
The data suggest  tha t  no t all retailers sell at the maximum 
pr i c e  a l l o wed by t he Pr i c e s  C o n t r o l l e r , and tha t som e r e t a i l e r s 
sell above the maximum pre scr ibed pr ice.  In par t thi s  reflec t s  a 
lagged e ffec t  following downward adj us tment s in the maximum price 
( for example , follo wing the December 1 97 9  revalua t ion) . However , 
i t  i s  evident that some reta il ers feel suf f ic i ently immune from 
compe t i tive pres sure (or the power s of the Prices Controller ) to 
cont inue to price their s tock above the maximum allo wable pr ice 
( fo r  exa m p l e ,  no t e  the r ang e of pr i c e s  i n  Lae and Go roka i n  the 
second half of  1 980) . 
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Table 9 . 2. 
Price control and the Consumer Price Index 
Index sub-growth item 
Food 
Bread 
Butter 
Coffee 
Evaporated milk 
Flour 
Poul try 
Powdered milk 
Rice 
Sugar 
Tea 
Tinned corned beef 
Tinned fish 
CPI weights 
% 
2 . 35 
0 . 60 
0 . 57 
0 . 4 5 
0 . 69 
4 . 89 
o . 52 
5 . 1 0 
1 . 66 
0 . 44 
3 . 60 
2 . 92 
23 . 7 9  
Drinks , tobacco and betel nut 
Aerated water 3 . 40 
Beer 7 . 1 9 
Cigare ttes ( local ) 5 . 04 
Clothing and footwear 
Footwear 
Rent s ,  counci l  charges ,  
fuel and power 
Liquid fuel (kerosene ) 
Household equip & operation 
Batteries 
Laundry soap 
Transport & communication 
Petrol 
To tal price controlled 
items/ index points 
Total CPI / index points 
Inflation rate 
Contribut ion of price 
control i tems to CPI 
15 . 63 
0 . 50 
0 . 61  
0 . 36 
1 . 23 
1 . 59 
0 . 83 
42 . 9 5 
100 . 0  
Source : Depar tment of Finance . 
Contribution of inflation 
1981  1980 1979 
0 . 267 
0 . 143 
0 . 020 
0 . 101 
( 0 . 050 ) 
0 . 301 
0 . 068 
0 . 1 1 1  
( 0 . 780) 
0 . 025 
0 . 206 
0 . 890 
1 . 362 
0 . 137 
0 . 372 
0 . 568 
1 . 077 
0 . 020 
0 . 145 
0 . 049 
0 . 098 
0 . 147 
0 . 1 1 1  
2 . 922 
7 . 256 
5 . 52 
40 . 27 
0 . 390 
0 . 146 
0 . 002 
0 . 066 
0 . 064 
0 . 22 1  
0 . 047 
0 . 868 
1 . 81 5  
0 . 024 
0 . 427 
0 . 235 
4 . 305 
0 . 67 1  
0 . 830 
0 . 205 
1 . 706 
0 . 064 
0 . 281 
( 0 . 01 1 )  
0 . 225 
0 . 214 
0 . 335 
6 . 905 
13 . 805 
1 1 . 74 
50 . 02 
o . 332 
0 . 004 
( 0 . 095 ) 
0 . 025 
0 . 076 
0 . 1 68 
0 . 062 
0 . 089 
0 . 109 
0 . 004 
0 . 672 
( 0 .089 ) 
1 . 437 
0 . 334 
0 . 813  
0 . 002 
1 . 149 
( 0 . 026 ) 
0 . 222 
( 0 . 02 2 )  
0 . 253 
0 . 231  
0 . 193 
3 . 206 
8 . 600 
7 . 89 
37 . 28 
Table 9 . 3  
Average retail price , rice 5kg pack , 
October 1979 - September I980 
( toea per pack) 
1979  1980 
Oct Nov Dec Jan Feb March April May June July Aug Sept 
Gazettal prices 
Coastal 1 95 218 218 208 208 208 210 210 223 223 223 233 
Goroka 206 228 228 220 220 220 222 222 235 235 235 246 
Range of prices 
Port Moresby 1 93-200 193-218 1 93-218 195-218 187-218 187-208 187-217 210-220 220-223 220-223 223-226 213-233 
Lae 1 9 3-198 193-218 193-218 193-218 198-208 208 205-210 205-21 3  214-�27 214-227 223-227 225-245 
Madang 1 86-200 190-220 218-220 208-220 208-250 208-250 208-250 208-250 2 1 4-223 210-225 210-225 230-235  
Goroka 205-206 205-206 228 205-228 205-228 205-225 215-248 217-248 215-260 215-275 215-27 5  246-275 
Rabaul 183-195 183-220 1 93-220 193-220 193-21 8  207-210 207-21 0  183-210 209-228 209-228 209-250 230-233 
Kie ta 1 8 7-195 1 87-200 187-200 195-208 208 208 208 208 208 208 208 208 
Average prices 
Port Moresby 1 94 . 90 201 . 80 209 . 20 21 2 . 45 205 . 17 206 . 09 207 . 27 2 1 1 . 50 222 . 56 223 . 55 223 . 55 232 . 59 
Lae 1 94 . 1 3 203 . 50 208 . 33 210 . 86 206 . 1 1 208 . 00 208 . 38 208 . 20 222 . 50 222 . 30 225 . 70 232 . 00 
Madang 1 92 . 57 194 . 14 218 . 29 216 . 67 219 . 50 215 . 00 214 . 00 214 . 00 2 1 4 . 00 219 . 50 218 . 75 232 . 14 
Goroka 205 . 56 205 . 56 228 . 00 221 . 33 219 . 56 218 . 13 224 . 1 1 224 . 1 1 223 . 7 5 235 . 56 235 . 56 252 . 7 1  
Rabaul 1 93 . 00 208 . 00 2 1 1 . 50 211 . 88 212 . 63 208 . 17 208 . 50 205 . 75 220 . 88 220 . 63 223 . 89 229 . 33 
Kieta 189 . 75 192 . 80 192 . 80 199 . 50 208 . 00 ·208 . 00 208 . 00 208 . 00 208 . 00 208 . 00 208 . 00 208 . 00 
Median prices 
Port Moresby 195 1 89 214  217 209 208 210 210 223 223 223 233 
Lae 193 197  214  214 204 208 209 210 223 223 223 233 
Madang 193 193 218 218 218 208 208 208 2 1 1  2 1 9  220 233 
Goroka 206 206 228 220 220 220 221 222 235 235 235 246 
Rabaul 195 215 216 215 215 208 208 209 222 221 222 233 
Kieta 189 195 195 198 208 208 208 208 208 208 208 208 
Source : National Stati stical Office . ...... 
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Figure 9 . 3  Retail  p rices fo r canned braised s t eak , Port Moresby 
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F igure 9 . 4  Retail  prices for 1 kg plain f lour , Port More sby 
Figures 9 . 3  and 9 .4  prov ide a further indication of the way 
in w h i c h  pr i c e s  a r e  s e t . The p r i c e s  s ho wn f o r  the  m a j o r  r e t a i l  
o ut l e t s  a r e  the av e r a g e  pr i c e s  f o r  S t e am sh i ps , Burns Phi l p  and 
Car p e n t e r  s t o r e s  at Po r t  M o r e sby.  The ' a l l  o t he r '  c a t eg o r y  
inc l ud e s  a c o m b in a t i o n  o f  s up e r m ar ke t  o ut l e t s  a n d  t r ad e  s t o r e s  
loca ted i n  various Por t  Moresby suburbs .  The mark-up on flour i s  
g ov e r ne d  by t he Pr i c e s  Con t r o l l e r . Nev e r t he l e s s , t he r e  i s  s o m e 
v a r i a t i o n  b e t w e en t he av e r a g e  p r i c e s  f r o m  t he t wo t yp e s  o f  
out l e t s .  Canned brai sed steak i s  no t a pric e-controlled i tem , and 
yet the retail prices up unt il the end of 1 9 7 9  were very similar .  
M o r e  r e c en t l y ,  ho wev e r , t he r e  ha s b e en som e v ar i a t i o n  in the 
average pr ices from the d i f ferent retail outlets for thi s  produc t .  
Our overall impression i s  tha t  domestic  prices o f  imported 
g o o d s  f o l l o w  i n t e rna t i on a l  p r i c e s expr e s s ed i n  kina , f a i r l y  
promptly for high-turnover line s , but rather slowly f o r  good s wi th 
long shelf l ive s .  
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International compari sons of t radables ' prices 
As a f ur t he r  c h e c k  on t he e x t en t t o  which exc hang e r a t e  
s treng th has been reflec ted in relatively low prices , a s  suppo sed 
in official explana t ions of  the hard kina pol icy , we no w com pare 
the r ec en t  Pa pua Ne w Gui n e a  expe r i enc e w i t h  t ha t  o f  o ther  
countries.  Thi s give s some ind ication o f  changes in  the relat ive 
c o s t  p o s i t i o n  o f  ' av e r a g e '  P a p u a  N e w  G u i n e a n a n d  f o r e i g n  
indus tries . 
Over the first 4 year s o f  mone tary independence ,  the import 
c o m po n ent of t he Papua New Guinea Consum e r  Pr i c e  Ind ex ro se 
s i gni f i c an t l y  l e s s  r api d l y  -t han the implic i t  import deflator in 
t h e  n a t ional ac c o un t s  ( c o l umn 2 in Tab l e  9 . 4 ) , t he av e r age uni t 
pr i c e  o f  t o t a l  wo r l d  t r ad e  ( c o l um n  3 ) ,  o r  the av e r ag e  o f  un i t  
expo r t  pr i c e s  o f  Papua New Guin e a ' s m a j o r  t r ad i ng par tn e r s  
( we i g h t e d  by t he i r  sha r e  in t he v a l ue o f  Aus t r a l i an i m po r t s  i n  
1 97 5-76) .  The impl icit  impor t deflator covers a much wider range 
of good s than the impor ted good s com ponent of the CPI : the whole 
r ange of i m po r t s ,  i n c l ud ing a h i gh p r o po r t i o n  of produc e r  g o o d s  
wh i c h  a r e  i m po r t e d  d i r e c t l y  b y  l ar g e - s c a l e  us e r s .  The i m po r t  
de flator i s  thus less  vulnerable t o  monopolis tic pr icing prac tices 
than the CPI. The other indexe s are com pletely external to Papua 
New Guinea trading prac tices and institut ions . Thi s was the per iod 
dur ing whi c h  the kina was  appr e c i a t i ng on ave r a g e  again s t  the 
currencies of Papua New Guinea' s trading par tners .  
Year 
1975 
1976 
1 977 
1978 
1979  
1 980 
1 981 
1982 June 
a 
b 
Table 9 . 4  
Changes  in prices , import  component o f  Papua New Guinea 
CPI and world prices in kina of tradable goods 
( 1975 - 100)  
Import  component Import  Average price Import-weighted 
of  Papua New deflator of  all goods index of trading 
Guinea in world trade partners '  export 
cpra prices 
( 1 )  ( 2 )  ( 3 )  ( 4 )  
1 00 1 00 1 00 100 
103 1 1 1  103 105 
1 1 0  1 1 5  105 110 
1 1 3  1 18 105 1 1 9  
1 2 2  1 2 9  1 2 5  126 
137 146 144 1 37 
146 157  1 50 1 42 
149 n . a .  163b n . a . 
Unweighted average o f  Por t  Moresby, Lae and Rabaul . 
Based on !MF e stimate of zero increase in unit values in 
US d o llars .  
Source : Table 2 .1  and !MF, International F inancial Statistics.  
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Ther e is  no po s s i b l e  r e a son why t he s t ro ng kina w o u l d  hav e 
led to d i spropor tionately large reduc tions in the domes t i c  price 
of  impor ted consumer good s .  Almo s t  certainly the observed effect 
is  the re sul t of  the prices of the par ticular good s represen ted in 
t he CPI r i s i ng a b i t  l e s s  on wo r l d m a rke t s  over t hr e e  ye a r s  t h an 
other Papua New Guinea impor t s , or other good s in world trade , or 
other exports  from Papua New Guinea' s main sources of  supply. But 
i t  d o e s  sugge s t  t ha t  the s t r o ng ki na w a s  no t a s s o c i a t e d  w i t h 
increases in mark-ups on imported consumer goods . 
Since 1 9 8 1  the imported component of the Papua New Guinea CPI 
has increa sed substant i ally more rapidly than the average export 
pr i c e s  of t r ad ing par t n e r s .  The i m po r t  d e f l a t o r  and t he aver a g e  
unit pr ice of wo r ld import s have increa sed somewhat more rapidly 
than the import component of  the CPI . Over thi s per iod there have 
been no kina revalua tions . 
The t a b l e  al l o w s us t o  c om pa r e  t w o  p e r i o d s ,  t he f i r s t  in 
wh i c h  t he kina w a s  a p p r e c i a t i ng ,  and t he s e c o nd in which it  was 
no t .  The data o f f e r  no sugg e s t i o n  t ha t m ar k-up s inc r e a s e d  m o r e  
rapidly i n  the second per iod than the f i r s t  - i f  anything , rather 
the r ever se . 
Chapter 1 0  
Price s tabili ty : t radables versus non- tradables ' prices 
We observed early in Chapter 9 tha t  movement s  in prices for 
impor ted goods were similar in different Papua New Guinea towns . 
By contras t ,  the home good s index tend s to move independently for 
each of  t he se centres , re flec t ing the individual behaviour of at 
least som e of  the home good s pric es  in the se centre s  (Table 9 . 1 ) .  
Table 1 0 . 1  provides a more detailed breakdown of  t he home goods 
indexe s for each of the se centre s .  
The ho m e  good s com ponen t a c c o un t s  f o r  ab o u t  4 1  p e r  c en t  o f  
t he to tal food component of  the Consumer Price Index and over 4 0  
per c e n t  o f  the  t o t a l  C P I  ind ex . Ho wever , w i t h i n  t he ho m e  g o o d s 
index for thi s component t here are t wo dis t inc t groups : frui t and 
veg e t ab l e  prod uc t s  s o l d  t hr o ugh l o c a l  m ar ke t s  and pr o c e s s e d  
food stuffs sold t hrough more fo rmal re tail outle t s .  Figures 10.1  
and 10.2  separate out these food groups for Por t  Moresby and Lae . 
Prices for domes t ically produced food produc t s · sold through formal 
r e t a i l  out l e t s  moved lar g e l y  in pa r a l l e l  wi t h  t he movemen t in 
import pr ices.  It is read ily apparent t hat  t he prices for frui t 
and vegetable produc t s  sold through local marke t s  have a l i fe o f  
t he ir own ,  moving i n  acco rdance w i t h  the dictates of  local supply 
and d e m and . The l a r g e  pr i c e  inc r e a s e s  f o r  produc t s  s o l d  in 
l o c a l  m ar ke t s  in l a t e  1 9 7 9  and d ur i ng 1 9 8 0 ,  much g r e a t e r t h an 
e i t h e r . t he i m po r t e d  pro d uc t s  pr i c e  ind ex or the pr i c e  ind ex f o r  
h o m e  g o o d s  s o ld t hrough f o r m a l  r e t a i l  o u t l e t s ,  w e r e  obv i o u s l y  
r e s p o n s i b l e  fo r m u c h  o f  t he inc r e a s e  in t he CPI a t  t ha t  t i m e .  
Ho wev e r , F i g ur e s  1 0 . 1  and 1 0 . 2  s ugg e s t  t ha t , ov e r  l o ng p e r i od s ,  
i m po r t  pr i c e s  f o r  food m ay a l s o b e  an i m po r t a n t d e t e rm inan t o f  
pr ices in local marke t s .  I n  bo th Por t  Moresby and Lae t here have 
b e en l a r g e  f l uc t ua t i o n s  in f r e s h  food pr i c e s , but  in b o t h  c a s e s 
t here i s  s o m e  s i gn o f  a t r end pa r a l l e l  t o  t ha t  f o r  i m po r t ed food 
a n d  f o o d  s o l d  t h r o u g h  f o r m a l  o u t l e t s .  S i n c e  m o n e t a r y  
independence , t he deviat ions o f  fresh food prices from t hi s  tr end 
have mos t ly been upward s .  
The C P I  ho m e  g o od s c a t e g o r y  ' d r inks , t o b a c c o  and b e t e l  nut '  
i s  affec t ed grea tly by t he erra t i c  behaviour of be tel nut pr ices . 
Be t e l  nu t i s  an agr i c ul t u r a l  produc t s o ld in l o c a l  m ar ke t s  and 
l e s s  f o rm al r e t a i l  o u t l e t s  and is s ub j e c t  t o  w i d e  v a r i a t ions  in 
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Table 10. 1 
Consumer Price Index: ex2enditure srou2s 
(Dec 1975 • 100.0) 
Food Drinks, tobacco and betel nut Clothing and footwear T Rents, council charges, fuel, power 
Home soods Home goods Home_J!!'ods Home sooda 
Urban Port Urban Port Urban Port Urban Port 
average Moresby Lae Rabaul Goroka Hadang average Moresby Lae Rabaul Goroka Madang average Hores by Lae Rabaul Goroka Madang average Horeaby Lae Rabaul Goroka Madang 
Quarter 
ended 
1975 
Dec 100 . 0  100 . 0  100 . 0 100 . 0  100 . 0  100 . 0 100 . 0  . 00 . 0  100 . 0  100 . 0  100 . 0  1 00 . 0  100 . 0  100 . 0  100.0 100 . 0  
1976 
March 100. 7 9 9 . 4  9 9 . 8  100 . 2  101 . 0  116 . 1  9 3 . 4  9 3 . 4  101 . 2  104 . 7 103 . 3  98 . 2  104 . 8  105 . 2  104 . 9  104 . 6  
June 102 . 9  101 . 3  105 . 4  101. 7 97 . 4  107 . 0  92 . 3  84 . 9 103 . 5  103 . 3 98 . 9  96 . 6  105 . 6  105 . 6  105 . 2  104 . 6  
Sept 104 . 6  107 . 2  101 . 8  106 . 5  9 7  . 6  101 . 6  9 2 .  7 92 . 3  103 . 0  101 . 9  90. 8  9 7 . 9  106 . 3  106. 3 106 . 3  106 . 2  De c  104 . 2  110. 5 105. l 106. 9 103 . 8  103 . 2  100 . 8  108 . 0  103 . 1  107 . 5  101 . 1  99 . 6  107 . 2  106 . 8  108 . 5  106. 3 
1977 
March 103 . 3  106 . 5  101. 3 107.  7 103. 7 110 . 4  102 . 4  9 1 . 0  103. 6 118 . 5  102 . 5  103 . 9  107 . 8  107 . 5  108.8 106 . 4  
June 105. 7 108 . 0  108 . 6  116 . 2  100 . 0  107 . 0  94 . 1  88 . 7 105 . 6  118. 5 102 . 6  103 . 4  108 . 5  108 . 0  109 . 2  106 . 5  
Sept 108. 7 114 . 0  114 . 5  1 1 9 . 0  103 . 1  104. 3 102 . 9  92 . 5  107 . 7 115 . 4  102 . 6  108 . 6  109 . 2  108. 7 109 . 5  106 . 5  De c  110 . 2  115. 9 116. 3 117 . 3  107 . 2  107 . 4  107 . 1  105 . 5  11() . 5  . 115 . 0  98 . 5  . 12 8 . 4  1 0 9 .  7 109. 3 109 . 8  106 . 6  
1978 
March 109. 3 11 3 . 2  115 . 9  115 . 6  107. 5 114.  9 103 . 4  102 . 9 . 112 . 9  109 . 3  101 . 5  132 . 3  111 . 4  1 1 3 . 2  110 . 2  106. 7 
June 100 . 2 115.  7 120 . 0  1 18 . 9  104 . 5  1 1 3 . 8 9 6 . 8  98 . 4  115 . 4  110. 6 114 . 2  130 . 4  112 . 0  1 1 3 . 8  110 . 5  107 . e  
Sept 113. 4 124 . 4  122 . 7 116.  7 106. 3 1 1 1 .  3 103 . 3  9 9 . 4  115 . 4  112 . 3  113 . 2  132 . 9  112 . 3  114 . 4  110 . 9  107 . 8  Dec 112 . 4  120 . 6  118 . 6 114.  6 116.  3 1 1 3 . 5  123 . 9  116. 7 117 . 1  119 . 0  119. 7 1 32 . 9  128 . 4  139. 7 128 . 3  111 . 1  
1979 
March 110. 7 118 . 4  117 . 0  118 . 0  114 . 8  127 . 5  103 . 4  107 . 9  118 . 6  1 30 . 1  1 1 9 .  7 1 4 7 .  3 1 30 . 0  142 . 4  130 . l  111 . 4  June 113 . 4  120 . 2  120. 5 122 . 0  114 . 0  126 . 2  103 . 6  106 . 5  118 . 9  136.  l 119 . 0  1 58 . 4  132 . 3  145 . 0  1 3 1 . 8  111 . 5  
Sept 118 . 4  1 2 7 .  7 125.  9 121 . 8  115 . 0  120 . 1 111. 5 114 . 4  118 . 9  129 . 8  119 . 0  1 56 . 2  135 . 1  147.  7 133. 6 112 . 1  
Dec 123. 2 129. 6 1 3 3 . 9  121 . 8  119. 7 127 . 4  111 . 8  120 . 0  1 2 3 .  3 129 . l  116 . 2  1 55 . 3  1 56 . 9  166 . 0  158. l 148. 3 
1980 
March 128 . 6  1 3 3 .  7 1 36 . 2  123. 8 122 . 9  1 34 . 0  109 . 8  114 . 3  126 . 2  131 . 4  128 . 9  162 . 1  161 . 9  168 . 6  160 . 0  149 . 0  
June 133. 3 1 2 9 .  7 151 . 4  133. 8 121.  7 1 3 2 .  l 110. 2 113 . 0  126. 3 133 . 5  128 . 9  162 . l  163. 4  1 7 1 . 2  162 . 0  149 . 6  
Sept 139 . 0  14 1 . 8  150 . 0 143 . 1  124 . 9  1 33 . 8  114 . 4  121 . 0  1 2 9 . 4  139. 3 140 . 4  1 54 . 0  1 55 . 9  165 . 9  154 . 2  135 . 1  
Dec 143 . 0  151 . 5  146 . 5  139. 7 137 . 0  1 51 . 2  129 . 2  129 . 6  129. 5 127 . 9  135 . 0  1 54 . 0  161. 7 172 . 9  160 . 8  139 . l  
1981 
March 146 . 0  1 58 . 2  151 . 8  139 . 4  142.  3 1 7 7  . 8  124 . 7 1 2 3 .  7 1 3 1 .  l 1 3 1 . 4  126 . 2  149 . 3  163. 4 177 . 2  162 . 8  139 . 6  
June 146. l 150. 8 151. 6 144. 6 135 . 1  158. 5 119 . 8  118. 0 130. 7 129.  6 126. 2 145. 9 170. 9 182 . 9  169. 9 145 . 4  
Sept 146. 5 149 . 9  145 . 4  141.  7 136. 2 149 .  7 120. 6 122 . 2  1 31 . l  129 . 1  139.  7 1 56 . 2  1 7 2 . 8  184 . 0  1 72 . 4  146 . 0  
Dec 148. 3 149. 5 144 . 1  145.  7 144 . 0  160 . 4  1 2 7 .  5 1 33 . 5  1 32 . 4  110 . 9  151 . 8  1 56 . 2  174 . 5  187 . 1  172 . 4  146 . 6  
1982 
March 149 . 8  1 4 7 .  3 143 . 0  151 . 6  147 . l  1 7 5 . 0  1 2 7  . 8  1 32 . 0  134 . 6 123 . 8  151 . 8  153.  7 1 7 5 . 6  187 . 2  172 . 5  151.  7 
June 152 . 8  151 . 0  154 . 3 166 . 9  1 7 1 . 4  149 . 2  135 . 2  145 . 5  117 . 5  125 . 8  154 . 7 1 34 . 8  138 . 2  144. l 156 . 9  153.  7 205 . 9  150 . 1  1 76 . 2  187 . 2  172 . 5  156 . 9  142 . 5  169 . l  
Sept 155 . 2  15 7 . 2  162 . 3 165. 9 142 . 4  144 . 4  133 . 9  1 3 3 . 8  139 . 4  191.  7 2 1 1 .  7 1 62 . 8  1 7 8 . 6  193. 6 172 . 5  15 1 . 6  
1 3 3  
pr i c e  in t he s a m e  way a s  f r e s h  food . Rem ov a l  o f  t he pr i c e  
m ov em en t s i n  b e t e l n u t  pr e s ent s a d i f f e r ent p i c t ur e  o f  t h e  
movement i n  domest ically produced drinks and tobacco produc ts by 
c om par i s o n  t o  t he m ov e m e n t  in t he p r i c e  of i m po r t ed p r od uc t s  
included in the Consumer Price Index. Compar i sons are provided in 
Figures 10.3  and 10.4.  The prices of dome s t ically produc ed dr inks 
and tobacco produc ts moved roughly in accord with average import 
prices in Port More sby and Lae up to the later par t of 1 9 7 9 .  From 
then until  1982 , impor t prices grew more rapidly than home good s .  
The d e c l ine in t he h o m e  g o o d s  ind ex i n  1 9 8 2  r e f l e c t s  t he b e e r  
price war bet ween the then two domestic producer s .  
Hom e  g o o d s  a c c o un t  f o r  around 9 2  p e r  c en t  o f  t he rent s ,  
counc il charges , fuel and power componen t of  the CPI . The three 
hom e g o o d s  pr i c e s  s e r i e s  i n c l ud ed in t hi s c om ponent ( n am e l y  
counc il charges ,  dwell ing rents and elec tric ity tar i f f s )  are each 
d e t e rm i ned by t he pub l i c  a u t ho r i t i e s , and c hang e s  in t he pr i c e s  
l a r g e l y  r e f l e c t n a t i onal  g ov e rnment d e c i s i o n s . Tab l e  1 0 . 2  
outl ine s movement s in the dwell ing rent s index , and shows drama tic 
increase s .  The large j ump in the index in December 1978 resul ted 
from a government d eci sion to ad j ust the rent s on government owned 
d we l l ing s to r e f l e c t m o r e  ad e qua t e l y  t he i r  e c onom ic v a l ue . 
Subsequent wage nego tia tions bet ween public service unions and the 
government produced a reduction in the rent s ,  thi s being reflec ted 
in the fall in the index in September 1 980. By com parison, Figure 
1 0 . S  d e m o n s t r a t e s t he m ov e m e n t  in private sector dwell ing rents 
over the same period . 
Counc i l  r a t e s  a l s o r o s e  l e s s  t han i m po r t  pr i c e s  over the 
who l e  p e r i od , exc e p t  in Po r t  Mo r e s b y  and M a d a ng , whe re t he 
inc r e a s e d  r a t e s wer e c o nc en t r a t ed in 1 9 8 2  ( Tab l e  1 0 . 3 ) .  But the 
rate of increase in rates over the per iod had been below the rate 
o f  i n c r e a s e  in c o s t s , c o n t r i b u t i n g to e x t r e m e  f i n a n c i a l  
d i f f i cul t i e s  i n  Po r t  M o r e s b y .  An e c o nom i c  r a t e  o f  i nc r e a s e  in 
charges over the whole per iod would have been sim ilar to  the rate 
of increase in import pr ices.  Elec tricity prices were al so ke pt 
ar tificially low , increas ing at a much lower rate than the prices 
of  impor ted good s over much of  the period . The dome s t ic tariff , 
whi c h  i n f l uenc e s  the CPI , w a s  b ro ught up in 1 9 8 1 to a l ev e l  
represent ing a some wha t great e r  i nc r e a s e  a b o v e  1 9 7 5  l ev e l s  t han 
was experienced by imported good s .  Tariffs for large users were 
rai sed by much grea ter proportions at the same time . 
For the transpo rt and communications component o f  the index , 
where home goods account for a l i t t le over one half , the movem ent 
in ho m e  good s pr i c e s  b r o ad l y  c o r r e s po nd s  w i th t he movement in 
import prices for that i t em ,  al though the movem ent in home goods 
prices exceed s the movement in average import pr ice s .  The import 
pr i c e s  t ha t  f o rm t he b a s i s  of t h i s c om po n e n t  of t he i nd ex a r e  
pr i c e s  f o r  l i quid  fue l s  a n d  o i l s  a n d  m o t o r  vehi c l e s  a n d  pa r t s .  
The i m po r t anc e o f  t he s e  i m po r t  c om ponen t s i n  the  c o s t s  o f  home 
good s '  pro d uc e r s  in thi s area ( e .g .  taxi and PMV o pe r a t o r s  and 
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Comparative price movement s  in drinks and tobacco , 
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Figure 10 . 4  Comparat ive price movement s  for  drinks and t ob acco , 
Lae : import prices /home goods drinks and t obacco pr ice s 
Household equipment and
. 
operation Transport and communication Miscellaneous 
Home goods Home goods Home goods 
Urban Port Urban Port Urban Port 
average Moresby Lae Rabaul Goroka Madang average Moresby Lae Rabaul Goroka Madang average Moresby Lae Rabaul Goroka Madanp 
Quarter 
ended 
1975 
Dec 100 . 0  100 . 0 100 . 0 1 00 . 0  100 . 0 100 . 0  100 . 0  100 . 0  100 . 0  100 . 0  100 . 0  100 . 0  
1976 
March 102. 3 100 . 0  103 . 4  1 11 . l  101. 7 102. 7 101 . 6  102 . 5  101 . 9  105 . 0  99. 2  108 . 1  
June 104. 8  100 . 0 103 . 4  1 1 1 . l  104. 3 103 . 8  102 . 8  108 . 3  106. 7 112 . 6  114 . 1  108 . 5  
Sept 107 . 6  100 . 0  103 . 4  1 11 . l  109 . 1  112.  6 114 . 6 108 . 4  1 11 . 3 115 . 6  1 2 1 . 4  109. 7 
Dec 108. 5 100 . 0 103 . 4  1 11 . 1  111 . 8  115 . 1  11 7 . 2  1 1 0 . 4  108 . 4  114 . 6  120. 5 1 10 . 6  
1977 
March 109. 3 100 . 0  103 . 4  l ll . l  1 1 3 . 4  115 . 1  117 . 9  110. 9 110 . 0  118 . 8  124 . 4  110 . 6  
June 111 . 8  100 . 0 103. 4 1 11 . l  114 . 0  116.  5 118 . 2  113 . 1  110 . 3  120 . 0  124 . 4  110 . 6  
Sept 114. 9 100 . 0  103. 4 1 11 . l  116 . 0  1 1 7 . 0  118. 6 113 . 0  111 . l  119 . 9  124 . '· 110 . 6  
Dec 118 . 4  100 . 0  103 . 4  1 11 . l  118 . 0  1 1 7 . 0  118 . 6  114 . 4  112 . 9  119 . 9  1 2 4 .  3 1 2 1 .  3 
1978 
March 120. 8  100 . 0  103 . 4  1 11 . l 120. 5 1 1 7 .  l 119 . 3  119 . 2  118 . 8  134 . l  140 . 2  1 40 . 2  
June 12 1 .  3 100 . 0  103 . 4  1 11 . 1 124 . 1  118 . 0  119. 3 120 . l  120. 3 1 2 9 . 8  1 39 . 2  1 40 . 0  
Sept 121. 6 100 . 0  106 . 9  1 11 . 1  130. l 129. 7 119. 3 12 1 . 4  12 1 . 1  1 2 9 . 5  1 3 9 . 0  1 40 . 0  
Dec 124 . 1  100 . 0  106 . 9  l l4 . 8  131 . 4  129. 7 119 . 4  121 . 4  11 5 . 2  128 . 8  1 39 . 2  140. 1 
1979 
March 125 . 0  100 . 0  106. 9 l l 8 . 5 131 . 4  129. 0 119 . 8  1 2 1 .  7 115. 2 129 . 4  139.  7 1 39 . 9  
June 1 2 5 .  9 100 . 0  110. 3 l l4 . 8  1 3 1 .  7 12 9 . 0  12 1 . 1  122 . 5 116 . 4  129. 4  140 . 0  140 . 0  
Sept 129. 9 103. 3 103 . 4  l l4 . 8  134 . 1  137 . 3  121 . 1  132 . 4  115 . 1  129 . 5  1 4 7 .  5 1 3 9 .  7 
Dec 132.  7 106. 7 106 . 9  144 . 4  142 . 0  143 . 4  1 2 7  . 0  1 35 . 2  114 . 3  129. 7 147 . 3  1 3 9 .  7 
1980 
March 1 34 . 1  120 . 0  131 . 0  125 . 9  141. 6 147 . 5  133.  3 140 . 1  119 . 0  1 52 . 8  1 7 8 .  5 1 4 9 . 4  
June 136. 5 133 . 3  1 3 4 .  5 140 . 7 144. 3 147 . 8  144. 2 1 59 . 9  119 . 6  169. 9 178 . 2  1 5 1 .  2 
Sept 140. 1 136. 7 134 . 5  155 . 6  145.  7 149 . 4  144 . 2  159. 9 121 . 1  170 . 1  1 78 . 6  151 . 1  
Dec 143 . 0  146. 7 141. 3 148 . 1  153 . 2  168 . 5  144 . 2  159 . 9  1 2 1 . 7 170. 0 1 7 8 . 8  151 . 2  
1981 
March 145. 9 156. 7 144 . 8  151.  9 154 . 7 172 . 3  143 . 8  159 . 6  125. 2 184 . 4  185 . 8  1 8 2 .  5 
June 1 4 7 .  2 156. 7 155 . 2  151 . 9  159. 3 176.  7 150 . 2  174 . 2  127 . 9  187 . 0  185 . 9  182 . 8  
Sept 148. 5 163.  3 162.  l 166 . 7 160. l 1 7 7 .  3 150 . 2  174 . 2  129 . 3  186. 7 186. 3 183 . 0  
Dec 150. 7 166. 7 165 . 5  170. 4 · 1 70 . 1  178 . 0  1 5 1 .  7 178 . 6  1 30 . 9  192 . 5 186 . 4  183 . 6  
1982 
March 151. l 1 7 3 .  3 165. 5 188 . 9  17 2 . 3  178. 7 154 . 0  185 . 0  134 . 4  187 . 4  198. 3 193.  9 
June 152 . 4  189 . 4  165 . 5  203. 7 200 . 0  346 . 0  1 7 6 .  6 198 . 0  1 52 . 8  184 . 3 1 32 . 9  155 . 3  1 3 6 . 4  179 . 5  198. 3 194 . 4  224 . 8  156 . 2  
Sept 152 . 2 195. 7 179 . 6  2 19 .  7 1 7 6 . 6 198. 3 144 . 2  184 . 5 138 . 6  188 . l  198 . 4  194 . 7 
Source: National Statistical O f f i c e ,  Consumer Price Index and authors' own calculations. 
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Figure 10 . 1  Comparat ive price movement s  for food items , Port 
Moresby : import prices home goods food prices 
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Figure 10 . 2  Comparat ive pr i ce movement s for food items , Lae : 
import prices /home goods food price s  
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Table 10 . 2  
Government dwelling rents 
(Dec 1 9 7 5  = 1 00 . 0 )  
Por ta Gorokaa Laea Madanga Rabaula Kie tab 
Moresby Arawa/ 
Panguna 
197 5 D 100 . 0  100 . 0  1 00 . 0  1 00 . 0  100 . 0  100 . 0  
1 97 6  M 1 0 1 . 0  1 0 1 . 1  1 00 . 6  1 00 . 5  1 00 . 2  1 00 . 0  
J 102 . 0  101 . 7  101 . 1  101 . 0  100 . 3  1 00 . 0  
s 1 03 . 0  1 02 . 3 1 0 1 . 7  101 . 6  1 00 . 5  1 00 . 0  
D 104 . 0  103 . 0  1 02 . 3  1 02 . 1  100 . 6  1 00 . 0  
1 9 7 7  M 1 04 . 9  1 03 . 7  1 02 . 8  1 02 . 6  1 00 . 8  1 00 . 0  
J 105 . 9  1 04 . 3  1 03 . 3  1 03 . 1  100 . 9  100 . 0  
s 106 . 9  1 04 . 9  1 03 . 9  1 03 . 6  1 01 . 1  1 00 . 0  
D 107 . 9  105 . 5  104 . 5  101 . 2  101 . 2  1 00 . 0  
1 9 7 8  M 108 . 8  106 . 2  105 . 0  1 04 . 6  1 01 . 4  1 00 . 0  
J 109 . 8  107 . 0  105 . 6  1 04 . 6  101 . 5  100 . 0  
s 1 1 0 . 9  107  5 1 06 . 1  1 05 . 6  101 . 7 1 00 . 0  
D 152 . 9  1 29 . 8  1 3 4 . 0  1 26 . 2  106 . 9  100 . 0  
1979  M 1 5 7 . 2  1 3 2 . 2  1 3 6 . 9  1 28 . 4  107 . 5  1 00 . 0  
J 161 . 7  1 3 4 . 7 1 39 . 7  1 3 0 . 6  1 08 . 1  100 . 0  
s 1 66 . 1  1 3 7 . 1  1 42 . 5  1 32 . 8  108 . 6  100 . 0  
D 196 . 5  1 6 5 . 5  140 . 3  174 . 6  166 . 8  1 20 . 7  
1 9 80 M 2 00 . 9  1 66 . 2  1 84 . 9  1 7 6 . 9  167 . 8  1 20 . 7  
J 205 . 1  167 . 1  1 88 . 0  1 7 9 . 2  1 6 8 . 8  1 20 . 7  
s 1 96 . 5  1 43 . 7  1 7 5 . 5  1 63 . 5  14 5 . 5  1 10 . 7 
D 200 . 9  1 43 . 7  1 7 8 . 7 1 65 . 9 1 45 . 5  1 1 0 . 7 
1981  M 205 . 2  1 43 . 7  1 8 1 . 8  1 68 . 3  147 . 5  1 10 .  7 
J 209 . 6  143 . 7  185 . 0  170 . 6  148 . 5  1 1 0 . 7 
s 2 1 0 . 4  1 43 . 7  188 . 0  1 7 2 . 9  14 9 . 5  1 1 0 . 7 
D 2 1 0 . 4  143 . 7  188 . 0  1 7 3 . 4  1 50 . 5  1 1 0 . 7 
1 982 M 2 1 0 . 4  1 43 . 7  1 88 . 0  1 7 3 . 4  1 5 1 . 0  1 10 . 7 
J 2 1 0 . 4  1 43 . 7  1 88 . 0  1 7 3 . 4  1 5 1 . 0  1 1 0 . 7 
s 2 1 0 . 4  1 43 . 7  1 88 . 0  1 7 3 . 4  1 5 1 . 0  1 10 .  7 
a W e i g h t ed av e r a g e  o f  ho u s e s l e t  b y  t he Na t i onal  
Government and by  the Hous ing Comm is sion. 
b W e i g h t ed av e r a g e  o f  ho u s e s l e t  b y  t he Na t i o nal  
Government and by  Bougainville Copper Ltd. 
Source : Nat ional Sta t i s t ical Office . 
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Figure 10 . 5  Private sector dwe l l ing rent s ,  Port Moresby 
( index 1 9 7 6  = 100) 
No te : Index measur e s  change in prices o f  new or renewed leases . No 
allowance has been made for the length of leases or long­
term lease s  set  at lower rates . 
Source s :  Authors ' own data co llect ion . 
a i r l i ne s ) , a nd t he f l o w - o n  o f  i m po r t  c o s t  i nc r e a s e s  t hr o ugh 
index a t i o n  into l abour c ha r g e s  i nc l ud e d  in the  index ( e .g .  
m ec h an i c s '  w ag e s ) ,  exp l a i n s  t h e  c l o s e  r e l a t i o n s h i p b e t w e en t he 
import index and the hom e  good s index for thi s i tem . Government­
a d  m i n i s t e r e d c h a r g e s  ( i n t h e f o r m o f  p o s t a g e  a n d  
te lecommunications cos t s  and vehic le reg i s t ration fee s )  make up a 
s m a l l  p a r t  o f  t h i s c o m p o n e n t o f  t he C o n s u m e r  P r i c e  Ind e x . 
Registration charges have r i sen by more than average import pric e s  
i n  the  C P I  i nd ex o v e r  the  per i od .  Po s t ag e  c ha r g e s , a l t ho ugh 
increas ing rapidly sinc e 1981 , and tel ecommunicat ions cost s ,  have 
no t b e en in exc e s s  o f  inc r e a s e s  in i m po r t  p r i c e s  and in g en e r a l  
the se change s  compare favourably to rates i n  o ther countr i e s .  
Table 10 . 3  
Council charges and electricity tariffs 
( 1975  = 100 )  
Combined council charges 
1 9 7 5  1 9 7 6  1 9 7 7  1978  1979  1980 
137 
1981 1982 
Sept 
Port Moresby 100 . 0  100 . 0  100 . 0  1 1 8 . 3  118 . 3  1 1 8 . 3  125 . 5  1 7 5 . 7 
Lae 100 . 0  105 . 0  
Rabaul 100 . 0  104 . 5  
Madang 1 00 . 0  1 00 . 0  
Goroka 100 . 0  100 . 0 
Kieta 100 . 0  100 . 0  
Source : National Stati s tical 
1 1 5 . 9  1 1 5 . 9  1 1 5 . 9  1 1 7 . 8  125 . 6  127 . 5  
108 . 8  1 1 2 . 9  114 . 3  114 . 3  1 1 4 . 3  114 . 3  
1 00 . 0  1 00 . 0  100 . 0  100 . 0  100 . 0  1 63 . 3  
100 . 0 1 1 1 . 4  11 5 . 3  1 1 5 . 3  1 1 7  . 5  1 1 8 . 3  
1 00 . 0  100 . 0  100 . 0  100 . 0  1 16 . 0  124 . 0  
Office . 
Elec tricity tariffs  - Port Moresby 
Dec-Oct Nov-Mar Apr-Dec / Jan 
1 97 5-80 1 980-81 1 981-82 
Monthly rates : 
Domestic tarif fa 
80 kwh 1 1 9 . 0  134 . 4  1 58 . 1  
500 kwh 1 3 1 . 9  181 . 3  227 . 3  
General supply tariffb 
2000 kwhC 123 . 0  1 53 . 1  181 . 8  
5000 kwh 1 2 5 . 1  163 . 8  1 96 . 9  
50000 kwhd 1 34 . 9  198 . 0 258 . 4  
a 
b 
c 
d 
Source : 
Domestic supply tariff  applies to services to dwellings . 
General supply tariff  applies to all consumers other than domes t ic 
supply consumers . 
About 77 per cent of all general supply consumers use less than 2000 
kwh monthly . About 89 per c ent of general supply consumers use less 
than 5000 kwh monthl y ,  while about 99 per cent of  general supply 
consumers use less than 50 , 000 kwh monthly . 
Up until July 1982 , consumers with large uniform demand could be on 
a two-part maximum demand tariff . This sys tem was commenced in 1968 
but has now been discontinued . There are currently 33 consumers on 
the maximum demand tari ff . 
Papua New Guinea Elec trici ty Commi ssion . 
The m i scellaneous goods component o f  the CPI covers a range 
o f  m e d i c a l , r ec r e a t i o na l , e d uc a t i o na l  and sund r y  p e r s o n a l  c a r e  
i tems .  The home good s component account s for about one-third o f  
t he t o t a l  ind e x .  Ho wev e r , i t  i s  a pp a r e n t  t ha t  the ho m e  g ood s 
c o m po n e n t  ha s g r o wn a t  a m uc h  m o r e  r a p i d  r a t e  t h an t he i m p o r t e d 
good s c o m po n e n t  f o r  t h i s c a t e g o r y  o r  the ave r a g e  i m po r t e d  g o od s 
c om ponen t o f  t he who l e  C P I .  Her e aga in , g ov e r nm e n t  pr i c e  
a d j u s t m e n t s  h a v e p l a y e d  a m a j o r  p a r t , i n  p a r t i c u l a r t h e  
subs tantial price increa se i n  ho spi tal fees t ha t  occurred i n  March 
1 9 7 8 ,  and the s t e ad y  i nc r e a s e  in e d uc a t i o n  f e e s over t he per i o d . 
C i n e m a  a dm i s s ion p r i c e  i nc r e a s e s  ov e r  t he p e r i o d  have a l s o  b e en 
far in excess of the weighted average for impor ted good s .  
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The hom e g o o d s c om ponent  o f  t he c l o t h i ng and f o o t we ar a nd 
hous e ho l d  e qu i p m e n t  and o pe r a t i o n  c o m ponen t s  o f  t he C P I  d o  no t 
r e pr e s en t  a l ar g e  par t o f  t he t o t a l  i nd ex f o r  e ac h  o f  t he s e  
categorie s ( less  than 1 0  per cent i n  each case ) .  
In s um m ary , wha t t he d i s ag g r eg a t i o n  o f  t he C o n s um e r  P r i c e  
Index (Table 1 0. 1 )  has uncovered is  tha t the hom e  good s index for 
Papua Ne w Gu inea t o  s o m e  ex t en t  ha s a l i f e of i t s  o wn b e yo nd the  
d i r e c t  i n f l u e n c e o f  t h e i m p o r t e d  g o o d s index . On c l o s e r  
exam ina t i on ,  t h a t  par t o f  t he hom e g o o d s  i nd ex whi c h  b e hav e s  
o u t s i d e  o f  t he d i r e c t in f l uenc e o f  t he i m po r t ed good s ind ex i s  
e ither : 
( a ) ac ting in response to dec i sions taken by the relevant public 
authori tie s ,  o r  
( b )  r e f l e c t i ng the sup p l y  a n d  d e m and pa t t e r n s  o f  a s e a s o nal  
agricul tural prod uc t .  
Price increases from each o f  the se source s  have been greater 
in Por t  More sby than in o ther towns . 
Representativeness of the CPI 
T h e r e  h a s b e e n  m u c h  r e c e n t  d e b a t e  a b o u t  t h e 
r e p re s en t a t ivene s s  o f  the C P I  i n  Papua New Gu inea and about i t s  
sui t ab i l i t y a s  a n  ind i c a t o r  o f  the r a t e  o f  i n f l a t i o n .  Som e o f  
thi s deba te has been well founded , but much o f  i t  would appear to 
be based on a m isconception of what the CPI is meant to represent . 
I t  i s  impor tant to recogni ze at the out se t that t he CPI i s  a 
retail pr ice index ,  based on the consumpt ion pa t tern o f  an urban 
wage-earner , and is no t meant to be repre sentative of changes in 
pr i c e s  f o r  producer  input s .  Nev e r t he l e s s , mov e m en t s  in C P I  
i nd exe s h a v e  t r ad i t i o na l l y  b e en u s e d  i n  o t h e r  c o un t r i e s  a s  a n  
indication of inflation level s .  
In Papua New Guinea , the CPI ha s a very l imi ted base and does 
no t necessarily repre sent cost of  living changes for groups who se 
consumpt ion expendi ture is rad i c a l l y  d i f f e r en t  f r om t ha t  o f  t he 
urban w ag e - e a r ne r . The s e l e c t i o n  o f  the r eg i m en f o r  t he CPI w a s  
made using t he re sul t s  of  the Household Expenditure Survey carr ied 
out in six urban areas in September 1 9 7 5  and February 197 6 .  Five 
hund r ed and o n e  Pa pua Ne w Gu inean wag e - e a r n i ng ho u s e h o l d s  w e r e  
covered i n  the survey. The weighting s and regimen used in the CPI 
do no t n e c e s s ar i l y  c o r r e s po nd to the  c o n s um p t ion pa t t e r n  o f  any 
other part of the national population , let alone the consumption 
pat terns of  fore igner s in Papua New Guinea.  
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Table 10 . 4  
Expatriate baske t  price index and CPI 
( June 1976  = 1 00 )  
EBPI CPI - Por t  Moresby 
To tal  Home Impor ted To tal Home Impor ted 
index good s good s index good s good s 
and and and and 
services services services services 
1976  
June 100 . 0  100 . 0  100 . 0  1 00 . 0  100 . 0  100 . 0  
December 1 0 5 . 8  n . a .  n . a .  1 02 . 1  1 03 . 5  1 00 . 5  
197 7 
June 1 1 1 . 7  1 1 1 . 0  1 1 2 . 3  103 . 7  104 . 8 102 . 6  
Dec ember 1 1 3 . 5  1 1 4 . 1  1 1 3 . 0  107 . 1  1 07 . 1  106 . 5  
197 8 
June 1 1 8 . 9  1 1 8 . 9  1 1 8 . 9  109 . 9  11 0 . 4  109 . 4  
December 1 20 . 1  1 2 1 . 0  1 1 9 . 2  1 1 4 . 4  1 1 7  . o  1 1 1 . 8  
197 9 
June 1 24 . 2  1 24 . 2  1 24 . 2  1 1 7  . 3  1 2 1 . 5  1 1 2 . 9  
December 1 34 . 1  1 3 3 . 1  1 3 5 . 0  1 2 5 . 0  1 30 . 3 1 1 9 . 4  
1980 
June 140 . 8  1 3 9  . o  142 . 5  1 30 . 9  1 36 . 3  1 2 5 . 0  
December 1 53 . 3  1 58 . 0  148 . 8  1 41 . 7 1 50 . 2  1 32 . 7  
1981 
June 164 . 3  170 . 9  1 57 . 9  1 4 5 . 7  1 5 5 . 6  1 3 5 . 5  
December 1 7 5 . 8  1 8 1 . 4  1 7 0 . 4  1 50 . 0  1 56 . 7  1 42 . 7  
1982 
June 1 7 7 . 1  182 . 1  1 7 2  . 3  1 50 . 4  1 55 . 7  144 . 8  
Sources : Na t i o n a l  S t a t i s t i c a l  O f f i c e , Consum e r  P r i c e  I ndex , 
Expa t r i a t e  B a s ke t Pr i c e  Ind ex , and c a l c u l a t i o n s  by 
aut hors . 
A number of pr ivate sec tor bus inesses  have ac ted to cons t ruc t 
t h e i r  o w n ' c o s t  o f  l i v i n g '  i n d i c e s ,  b a s e d o n  e x p a t r i a t e  
c o n s um p t i o n  b ehav i o ur . The i r  purpo s e  in d o ing t h i s ha s m a i n l y  
b e en t o  d e t e r m ine a d j u s t m en t s in s a l a r i e s  o r  a l l o wanc e s  f o r  
expa t r i a t e  e m p l o yee s .  The s e  ' indicators'  of price movemen t s  ar e 
p r e p a r e d  f o r  i n t e r n a l  p u r p o s e s  a n d  a r e  n o t d e s i g n e d  a s  
r e p l a c e m en t s  f o r  t he o f f i c i a l  C P I  s e r i e s .  F o r  purpo s e s  o f  
ana l y s i s ,  i n f o rm a t ion w a s  ob t a ined o n  o n e  s uc h  index wh i c h  i s  
produced on a six-monthly basi s ,  for Por t  Moresby only. Thi s index 
was f i r s t  p r e p a r ed in June 1 9 7 6 . For p u r po se s o f  t hi s s t ud y  i t  
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c an be c al l ed t he ' ex pa t r i a t e  b a ske t pr i c e  index'  (EBPI) . Tab l e  
1 0 . 4  pr e s en t s  a c om par i s o n  o f  t he EBP I and t he C P I  f o r  Po r t  
Moresby from June 197 6  to June 1 9 8 2 .  
T h e  EBPI  ha s i nc r e a s e d  a t  a much fa s t e r  r a t e  t han t he 
o f f i c i al C P I  over  mo s t  o f  t he per i o d  s i n c e  l a t e  1 9 7 5 . The 
impor ted good s and hom e  good s component s  of  t he EBPI bo th increase 
at  a grea t er rate t han their counterpar t from t he CPI. Doe s  thi s 
t he r e f o r e  prove t ha t  t he C P I  i s  unr e p r e s en t a t i v e  and m a sks t he 
t rue level of infla t ion occurring within the country? 
Exam ina t i o n  of t he c o m po ne n t s of t he EBPI f a i l s  to suppo r t  
t hi s  conclusion.  For exampl e ,  much of  the pr ice data used in t he 
EBPI i s  t he same a s  t ha t  u s e d  in t he CPI , and in f a c t i s  t aken 
f r om t ha t  s o ur c e .  Thi s a p p l i e s  par t i c u l a r l y  to food i t em s .  
Ho wever , r a the r than take the l o c a l  m ar ke t pr i c e s  f o r  f r ui t and 
vege t ab l e s ,  t he EB P I  c o l l ec t s  t he pr i c e s  for i m po r t e d f r ui t and 
veg e t ab l e s  s o l d  t h r o ugh sup e r m arke t s ,  f r om whenc e  t he y  a r e  
purcha sed b y  many expa t r ia t e s .  The pr ice ri se i n  t hese i tems from 
supermarket s  was about SO per cent grea ter over the per iod than 
for frui t and vegetables sold in local marke t s .  
The EBPI al so gives much grea ter weight to take-away meal s ,  
meals a t  res taurant s ,  club membershi p  and hol iday co s t s  in Papua 
New Guinea . The se four areas account for major cost  inc reases in 
t he home g o o d s  c om ponent  o f  t he i nd ex over t he per i o d .  F o r  
example , the 'hol iday i n  Papua New Guinea' component ,  represented 
by t he room r a t e  in one of Po r t  M o r e sby' s no t o r i o u s l y  and 
inc r e a s i ng l y  expen s i v e  ho t e l s  ( a f f e c t e d by ho t e l  ac c o m m o d a t i o n 
being in short  supply in recent year s} alone grew by over 1 50 per 
cent over the per iod . Club member ship cos t s  ro se by over 140 per 
c e n t . Me a l s  o u t , r e pr e s e n t ed by t he c o s t  of a m e a l  a t  one Po r t  
M o r e s b y  r e s t auran t , inc r e a s e d  by near l y  1 1 0 p e r  c e n t  and ' take­
away' by 100 per cent . The co s t s  of  these i tem s are of  relevance 
to only a very small pro port ion of Papua New Guinean s .  
W i t h in t he im po r t ed g o od s c om ponen t , t he EB P I  i n c l ud e s  
Aus tral ian heal th fund member shi p ,  which increased more than 200 
per c e n t  ov er t he p e r iod as the re s u l t of t axa t i on and s ub s i d y  
pol icy changes i n  Aus t ralia.  
There can be l i t tle  doub t tha t the EBPI reflec t s  the type of  
c o s t  increases be ing exper i enced by expatria t e s .  The EBPI draws 
a t t e n t i o n to t he r a p i d  gro w t h  in pr i c e s  f o r  s o m e  home g o o d s and 
s e rv i c e s no t re f l e c t e d  in t he C P I .  Onl y t he c o nduc t of ano t h e r  
household expend iture survey will demons t rate the extent t o  which 
t he s e i t e m s have a c h i e v e d  s o m e  s i g n i f i c a n c e  in t he av e r a g e  
hous ehold consumpt ion pa t tern. 
In summary,  the official Consumer Price Index mus t be seen as 
measuring t he behaviour of pr i c e s  a f f e c t i ng one i m po r t an t  g r o up 
wi thin the economy. Thi s index has no t been designed to reflec t 
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the price of  input s into local industry,  and given the weight ing 
of agricul tural produce sold through local marke t s  (as outlined in 
the previous sec t ion) and the variat ions in the index in response 
to pr i c e  mov e m en t s  in t he s e  food s t u f f s , the CPI in i t s  p r e s e n t  
publi shed form canno t b e  said to b e  a good indicator o f  producer 
input pr i c e s .  Perhaps  the i m po r t e d  good s c o m ponent o f  the CPI 
would be a more r e a l i s t i c  input pr i c e  index.  The r e  a r e  pr i c e  
mov e m en t s  o c c u r r ing wi thin t h e  e c o no m y  ( fo r  exam p l e , ho t e l  and 
r e s taur ant pr i c e s  and p r i v a t e  d w e l l i ng r en t s )  wh i c h  are no t 
reflec ted in the CPI in its  present form , but which do affec t the 
cost of living of at least some res idents , and ul timately produc er 
c o s t s , even i f  m ainl y b e c a u s e  they a f f e c t the supp l y  p r i c e  o f  
expatriate labour . 
Price-co s t  relat ionships 
Unfortunately there are no direc t data sources from which an 
anal ysi s of the cos t-pr ice r elat ionship for dome s t ic industry can 
be under taken . We at tempted to ob tain data direc tly from a sample 
of m anu f a c t u r i ng c o nc e r n s  and p l a n t a t i ons , b u t  r e c e iv ed a po o r  
response t o  a que st ionnaire sent out for thi s purpose . At tempt s 
have been made to analyse the resul t s  of the Secondary Industries 
Census and the Ag r i c u l t u r a l  Ind us t r i e s  Census , but lack o f  
comparable data over the per iod sinc e monetary inde pendence , and 
the fac t tha t a t t e m pt s b y  t he Na t i o nal S t a t i s t i c i an to c o l l e c t 
quantity as well as value data for input s into and out put of the se 
indus try sec to rs are onl y recent , have· preven ted the se sources of  
d a t a b e ing u s e d  to f u l l  e f f e c t .  I t  ha s there f o r e  b e en ne c e s s a r y  
to exam ine the c o s t - pr i c e  r e l a t ionshi ps f o r  indus t r y  in r a the r  
general term s .  
Tab l e  1 0 . 5  out l in e s  mov e m en t s  in the c o s t s  o f  a number o f  
inputs t o  industry since 1 97 6 .  For compari son purpo ses the urban 
average CPI and the home good s and imported good s indexes for Port 
Mo r e sby have b e en i nc l ud ed ( b e c a u s e  of d a t a  c o n s t r a i n t s ,  t he 
indices have been based on 1976  = 100) .  
As no t ed in t he p r e v i o u s  s e c t i o n , the  re t a i l  pr i c e s  of 
domestically produced food stuff s  ( other than frui t and vegetables)  
and drinks and tobacco produc t s  appear to have moved in a similar 
f a sh i o n  to i m po r t e d  consumer good s pr ic e s .  Ana l ys i s  o f  d i r e c t 
produc t i o n  c o s t s  i n t o  t he s e  indus t r i e s  s ug g e s t s  t ha t  t he ba s i c  
com ponen t s  o f  c o s t  have inc r e a s e d  a t  a n  av e r a g e  r a t e  s i m i l a r  to 
consumer  p r i c e s  over t he pa s t  6 or 7 ye ar s .  The d a t a  u s ed have 
b e en ex t r a c t e d  from the S e c o nd a r y  Indus tries Census and pr ivate 
collec tions . Breweries seem anomalous ; there are problem s in the 
d a t a  whi c h  prevent a d i r e c t c o m par i s o n  acro s s  year s .  Some 
a d j us t m e n t s in t o t al c o s t s as  a pro po r t i o n  of  out put v a l ue have 
b e en m ad e  over the pe r i o d . Fo r exam p l e , t he tobac c o  produc t s  
indus t r y  i s  shown a s  m aking an o p e r a t ing l o s s  i n  1 9 7 6 - 7 7 in t he 
input -out put m a t r ix f o r  tha t year , whi l e  m o r e  r e c e n t  e s t i m a t e s  
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Table 10 .5  
Selection of indus tab input costs 
(1976 - 1 ) 
Consumer prices 
weighted urban average 
Por t  Moresby 
home goods 
imported goods 
Labour cos t sa 
general labourer 
class 6/7 tradesman 
1976 1977 
100 . 0  1 00 . 4  
100 . 0  104 . 0  
1 00 . 0  1 04 . 0  
1 00 . 0  103 . 3  
1 00 . 0  102 . 2  
Compensation o f  employeesb 
nationals 100 . 0  
non-nat ionals 1 00 . 0  
International freight 
general cargo 
pe troleum 
Whar f  handling charges 
overseasc 
inward s 
outwards 
coastald 
break bulk 
uni t  load 
Dwelling rent s 
govt/housing comm.e 
priva tef 
Counc il chargesg 
Elec tricity tar i f fh 
Domestic airfares 
Ho tel accomm.odat ion 
Pe troleum1 
Interest rates j 
Mater ial s costsk 
iron/ steel nut s / bol ts 
bar s/ rods 
cement 
printing paper 
fertili zer 
urunanufactured tobacco 
pig mashes 
poul try mashes 
plain flour 
1 00 . 0  
1 00 . 0  
100 . 0  
1 00 . 0  
100 . 0  
100 . 0  
100 . 0  
1 00 . 0  
100 . 0  
1 00 . 0  
100 . 0  
1 00 . 0  
100 . 0  
100 . 0  
100 . 0  
1 00 . 0  
100 . 0  
1 00 . 0  
100 . 0  
100 .0 
100 . 0  
100 . 0  
100 . 0  
1 02 . 6  
1 02 . 4  
1 1 1 . 2  
1 1 9 . 0  
1 00 . 7  
100 . 0  
1 00 . 0  
1 00 . 0  
103 . 8 
104 . 2  
100 . 0  
1 00 . 0  
100 . 0  
1 1 0 . 8  
112 . 5  
9 1 . 3  
1 1 1 . 1  
1 20 . 9  
135 . 7  
1 1 2 .  7 
1 1 2 . 5  
9 5 . 7  
108 . 5  
109 . 6  
99 . 6  
1978 1979 1 980 
1 10 . 4  1 1 6 . 7  1 30 . 9  
1 1 1 . 0  121 . 9  137 . 7  
1 10 . 4  1 1 5 . 0  1 28 . 0  
108 . 7  
107 . 3  
108 . 1  
1 1 3 . 8  
1 20 . 3  
98 . 9  
1 1 5 . 3  
1 20 . 2  
1 20 . 2  
1 1 5 . 0  
1 1 7 . 7 
135 . 4  
1 18 . 3  
1 00 . 0  
100 . 0  
1 1 9 . 0  
109 . 1  
88 . 1  
n . a .  
n . a .  
131 . 0  
n . a .  
n . a .  
n . a . 
1 36 . 2  
108 . 7  
94 . 8  
1 1 3 . o  122 . 8  
1 1 1 . 6- 1 2 1 . 4  
1 1 5 . 9  
1 24 . 3  
132 . 9  
1 70 . 0  
129 . 9  
140 . 4  
140 . 4  
1 30 . 0  
166 . 3  
312 . 5  
1 18 . 3  
1 00 . 0  
104 . 2  
143 . 6  
1 1 7  . 9  
88 . 1  
n . a .  
124 . 5  
1 66 . 4  
92 . 2  
n . a .  
n . a .  
n . a .  
134 . 0  
1 1 3 . 4  
127 . 0  
127 . 4  
1 54 . 9  
185 . 2  
129 . 9  
140 . 4  
140 . 4  
1 30 . 0  
1 96 . 0  
781 . 3  
1 18 . 3  
104 . 1  
1 34 . 5  
1 86 . 7  
1 66 . 8  
109 . 5  
9 1 . 1  
1 60 . 2  
1 52 . 7  
1 04 . 3  
257 . 5  
145 . 9  
261 . 2  
185 . 2  
1 20 . 4  
1 98 1  
141 . 4  
154 . 2  
137 . 6  
1 40 . 1  
1 38 . 0  
1 45 . 1  
1 43 . 4  
161 . 2  
239 . 3  
143 . 1  
1 54 . 7  
1 54 . 7  
143 . 1  
203 . 9  
1 1 04 . 2  
125 . 5  
1 42 . 0  
1 50 . 5  
240 . 0  
1 90 . 6  
140 . 5  
103 . 7  
1 98 . 1  
171 . 7 
138.  7 
383 . 9  
1 50 . 0  
n . a . 
n . a .  
147 . 8  
1 982 
147 . 5  (9 mths ) 
1 55 . 7  ( 9  mths ) 
144 . 9  (9 mths) 
152 . 5  
1 50 . 4  
n . a .  
n . a .  
n . a .  
n . a .  
167 . 5  
181 . 0 
181 . 0  
193 . 5  
203 . 9  
950 . 0  
1 52 . 6  ( 9  mths) 
170 . 8  
1 52 . 5  
266 . 7  ( 6  mths ) 
204 . 2  (6 mth s )  
128 . 6  ( Oc tober) 
n . a .  
n . a .  
n . a .  
n . a .  
n . a .  
n . a .  
n . a .  
n . a .  
n . a .  
a 
b 
Level centres : includes cost to employer of reduct ion in working hours , long 
service leave , longer holidays and National Provident Fund . 
c 
d 
e 
f 
g 
h 
i 
j 
k 
Sources : 
Derived from National Accounts estimates . 
Break bulk cargo . 
' A '  ports . 
Por t  Moresby figures representing a combined average of government dwelling 
rents and Housing Comm.i ss ion rents . 
Based on a sample of private dwelling rents for Por t  Moresby . 
Por t  Moresby rates . 
General supply tar i f f  of 2000 kwh per month . Around 77 per cent of general 
supply consumers fit into thi s category . 
Average retail price . 
Ba sed on bo t tom l imi t of bank overdraft rate . 
Weighted average f . o . b prices . 
National Statist ical Of fice collections and authors ' own investiga tions . 
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suggest the indus try i s  operat ing pro fi tably. Nevertheless , the 
direc t flow-on of major cost inc reases into domes t ic prices would 
have b e en t he usual p r a c t i c e  over t he per i o d . As mo s t  o f  t he 
pr o d uc t s  c onc e r ned a r e  s ub j e c t  t o  p r i c e  c o n t r o l ,  t he f l o w-on o f  
the s e  c o s t  inc r e a s e s  i n t o  p r i c e s  would have b e e n  made  wi t h  t he 
approval of the Price s Controller . 
F o r  o t her m anuf ac tur ing indus tries  insuf fic ient information 
i s  ava i l ab l e  aga in s t  whi c h  t o  c om pare t he f l o w-on of r i s e s  in 
domestic and impor ted input pr ice s .  
For the produc t s  o f  large- scale agricul tural enterpr i se s ,  the 
m a in s e l l i ng p r i c e  i s  t h a t  f o r  the expo r t  m ar ke t .  Ag r i c u l t ur a l  
pro d uc e r s  mus t b e a r  t h e  inc r e a s e s  in c o s t s o u t  o f  t he expo r t  
price , a sell ing pr ice over which Papua New Guinea producers have 
no control , except as mod ified by the stabilization fund s .  Table 
1 0 . 6  pr e s en t s  a we igh t e d i nd ex of the o p e r a t ing c o s t s  o f  a m ixed 
copra-cocoa plantation. For compari son purpo se s ,  the export pr ice 
index of copra and cocoa i s  provided toge ther with an index of the 
volume of export s of these produc t s  over the period 1 9 7 5  to 198 1 .  
The opera ting cost index pre sented in this table is weighted 
by the c u r r e n t  year ' s  expend i t ure  pa t t e r n .  Thus c o s t  sav ing 
measures int roduced by the producers have some effec t on movement 
of the index . Producers have had some difficul ty in keeping their 
e f f ec t iv e  c o s t  inc r e a s e s  at or b e l o w  the l ev e l  r e c o rded  by 
imported good s in the CPI or (with the pos s ible exception of  Por t  
M o r e sby)  a t  o r  b e l o w  t he av e r a g e  pr i c e  inc r e a s e s  in the m a i n 
towns . Dec lines in the export pr ices for copra and cocoa together 
w i t h  t he s t e e p  r i s e s  in input c o s t s  have r e c en t l y  c a u s ed s o m e  
proprietors o f  copra planta tions t o  walk o f f  the ir proper tie s .  
A .s i m i l ar p i c t u r e  e m e r g e s  f o r  t h e  c o pper  m in i ng ind u s t r y .  
Table 10.7 demonstrate s the si zeable increase s i n  input cos t s  that 
have been incurred by the m ining indus try over the per iod 1 9 7 5-81 , 
and e s pe c i a l l y  s i nc e 1 9 7 8 .  Ope r a t ing co s t  inc r e a s e s  in r e c e n t  
years have been dom ina ted b y  the pe troleum price increa ses i n  1 97 9  
and 1 980.  Fuel is by far the largest  recurrent c o s t  at the mine , 
and to tal operat ion cos t s  had inc reased by a to tal of only 1 1  per 
c en t  in t he 3 ye ar s p r e c ed i ng t he 1 9 7 9  o i l  pr i c e  r i s e .  At the  
same time , whi le copper concentrate pr ices have fluc tua ted over 
the period , decline s in recen t  year s in the world market price for 
g o l d  and coppe r r e s u l t e d  in a ha l f -year l y  l o s s  f o r  BCL of K 1 4 . 6  
million for the s ix months t o  30 June 1 982.  Co s t-cut t ing measures 
have been introd uced by the com pany. BCL est imated that i t  would 
r ed uc e  expend i t ur e  over 1 9 8 3 - 8 4 by abo ut 1 0  p e r  c en t , or K 2 0  
m i l l i o n ,  b e l o w wha t  h a d  been pr ev io u s l y  e s t i m a t e d  f o r  c ur r e n t  
level s of produc t ion. 
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Table 10 . 6  
Plantation cos t s  and prices :  copra and cocoa 
( 197 5 - 1 00 . 0 )  
Total operating 
cost 
- weighted index 
Export price index 
Copra 
Cocoa 
Expor t  volume index 
Copra 
Cocoa 
1975 
1 00 . 0  
100 . 0  
1 00 . 0  
100 . 0  
1 00 . 0  
1976 
103 . 2  
85 . 2  
1 3 7 . 0  
93 . 5  
1 02 . 3 
1977 
104 . 5  
1 56 . 3  
308 . 6  
95 . 6  
96 . 1  
1978 
1 29 . 3  
146 . 2  
256 . 0  
100 . 5  
88 . 6  
1979 
1 31 . 8  
247 . 0  
2 33 . 7  
1 1 4 . 8  
88 . 6  
1980 
1 3 5 . 8  
1 6 1 . 6  
1 7 7  . 1  
1 00 . 0  
93 . 8  
1981 
1 5 5 . 0  
1 1 2 . 7 
1 33 . 1  
1 1 1 . 1  
90 . 8  
Sources : Authors' own calculations on data provided by respondents to private 
survey;  National Statistical Office statistic s ;  Export Price Index; 
Agricultural Census . 
Table 10 . 7  
Copper mining costs and prices 
( 19 7 5  - 1 00 . 0 )  
Total operating cost 
- weighted index 
of which 
. Distillate /black fuel 
. Tyres 
. Labour ( unski lled , 
semi-skilled , skilled ) 
Unit  cost of concentrate 
produced 
Export price index 
I.ME copper 
London gold 
copper concentrate 
1 97 5  
100 . 0  
100 . 0  
1 00 . 0  
100 . 0  
100 . 0  
1 00 . 0  
1 00 . 0  
1 00 . 0  
1 976 
109 . 6  
1 1 3 . 3  
98 . 7  
1 1 2 . 5  
1 08 . 4  
1 1 3 . 8  
7 7  . 6  
1 1 2 . 6  
1 9 7 7  
1 1 5 . 5  
1 22 . 1  
94 . 2  
1 1 5 . 0  
1 1 5 . 3  
106 . 1  
9 1 . 9  
1 08 . 4  
1 97 8  
1 1 6 . 3  
1 14 . 2  
92 . 2  
1 24 . 1  
109 . 3  
1 10 .  7 
1 20 . 3  
1 10 . 2  
1979 
127 . 6  
1 34 . 1  
90 . 7  
1 33 . 5  
137 . 6  
1 60 . 6  
189 . 4  
1 7 6 . 2  
1 980 
1 69 . 5  
2 1 2 . 5  
1 03 . 8  
153 . 0  
1 86 . 5 
1 7 7  . 5  
382 . 0  
201 . 6  
1 98 1  
1 96 . 6  
273 . 5  
108 . 1  
1 64 . 1 
1 9 1 . 9  
1 4 1 . 3  
285 . 8  
1 7 1 . 6  
Export volume index 
copper concentrate 100 . 0  1 03 . 2 1 04 . 8  109 . 2  99 . 9  84 . 2  1 00 . 0  
Ra tio o f  earning s  to 
sales index 
1 00 . 0  80 . 4  56 . 8  86 . 0  99 . 2  85 . 6  30 . 8  
Source : Data provided by BCL and authors ' own calculations . 
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Non-price component s of co s t s  
Whi le ac tual c o s t  inc reases i n  input pr ices can b e  measured 
and t he i r  e f f e c t on inf l a t i o n  d e t e rm ined , t h e r e  ha s b e en muc h 
discus sion within bo th pr ivate busine s s  and government circles in 
Papua New Gu ine a o f  t he im pac t o f  bur e a uc r a t i c  d e l a y s  and 
unc er t a in t y  o n  the d om e s t i c c o s t  s t r uc t ur e  and env ir o nm en t f o r  
i nve s t m en t . The unc e r t a in t i e s r e g a rd ing the l e ng t h  o f  t i m e  t o  
c om p l e t e NIDA r e v i e ws , l ong t i m e - l ag s i n  o b t a in ing land f o r  
c omm e rc i a l  d e v e l o p m e n t  a n d  unc er t a i nt y r eg a r d ing l o ng e r - t e rm 
policy towards some business ac tivitie s are often said to raise 
the c o s t s of o p e r a t ing a bus ine s s  in Papua Ne w Gu ine a .  In 
r e s po n s e  to  the s e  c r i t i c i s m s ,  t he Som a r e  g ov e r nm en t  ha s t aken 
s teps to speed up the NIDA review proce s s .  
One g ov e r nm en t - i n f l uenc ed , quan t i f i ab l e  c om po nent o f  c o s t  
increa se s is  wage cost s .  Table 1 0.8  present s a quar terly index o f  
g ener al l ab o ur and c l a s s  6 / 7  t r ad e s m an ' s c o s t s to  indus t r y . 
Inc l ud ed in t h i s s e r i e s i s  t he c o s t  t o  i nd u s t r y  o f  t h e  Jul y  1 9 8 1  
deci sion to introduce the National Prov ident Fund . (The Oc tober 
1 9 7 5  d e c i s io n  to s ho r t en ho ur s , i nc r e a s e  annua l l e ave and 
i n t r o d uc e  l ong serv ic e l e av e o c c ur r ed b e f o r e  the har d  kina 
per iod .) The impac t of  the Na tional Provident Fund in maintaining 
labour cos t s  to indus try i s  an important com ponent of the si zeable 
jump in labour co sts  in the September quar ter of  1 9 8 1 .  
O t he r s i g ni f i c an t  c o s t  inc r e a s � s c an b e  i d en t i f i e d  i n  the 
e f fec t  on s t evedoring and handling charge s of  the 30-40 per cent 
inc rease in wages and cond i tions awarded to water side workers in 
June 1 9 8 1 ;  the subsequent flow-on through the CPI wage indexa tion 
arrangements to the private sec tor wage structure of the si zeable 
increase s in Government and Hous ing Comm i s s ion dwelling rent s in 
the D e c e m b e r  quar t e r s  o f  1 9 7 8  and 1 9 7 9 ,  and the b r e akd o wn o f  
elec tricity supplies i n  Por t  More sby i n  1 98 1 ,  and the subsequent 
c o s t  to m any en t e r p r i s e s  o f  in s t a l l ing e m e r g enc y g ene r a t ing 
equipment.  As soc iated with thi s  lat ter cost were the sudden large 
r i s e s  in e l ec t r i c i t y p r i c e s  in Nov ember 1 9 8 0  and Ap r i l  1 9 8 1 , 
f o l l o w i ng t he au t h o r i t i e s '  d e c i s i o n  t o  a d j u s t c h a r g e s i n  
accordance wi th cost inc rease s in the previous 5 year s .  
The inc rease i n  the general im por t levy , from 2 . 5  per cent to 
3 .5  per cent , in 1981 , and the d irec t cost inc reases of provinc ial 
g ove r nm e n t  s a l e s t axe s ( f o r  exam p l e  the 3 - 4  p e r  c en t  t axe s on 
petroleum products  in some provinces and the 10 per cent sales tax 
on t yr e s  in t he M o r o b e  P r ov i nc e ) , and e m p l o y m e n t  t axe s , ( No r t h  
Solomons head tax o n  employee s )  are fur ther examples of  internal ly 
generated cost  increases which mus t be borne by produc ers or , if 
t he y  are ab l e  t o  pa s s  t he c o s t  on,  b y  t he final consum er . 
Prov i nc i a l  g ov e r nm en t  t axe s have probably ha d m o r e  e f f ec t  on 
inc entives to invest through investors'  fear s of future increases 
than through the e f fect s  of  taxe s impo sed to da t e .  
146 
Table 10 , 8  
Labour cos t s  to industry 
( Dec 1 97 5  = 1 00 )  
Labour cost s Weight ed urban 
CPI 
General labourera Clas s  6 / 7  tradesman 
Quar ter 
1 9 7 5  D 100 . 0  1 00 . 0  1 00 . 0  
1 97 6  M 105 . 2  1 03 . 4  1 00 . 7  
J 105 . 2  1 03 . 4  1 02 . 9 
s 1 0 5 . 2  1 03 . 4  1 04 . 6  
D 105 . 2  103 . 4  1 04 . 2  
1 9 7 7  M 106 . 5  1 04 . 1  1 03 . 3  
J 108 . 8  1 05 . 6  1 05 . 7  
s 109 . 2  106 . 0  1 08 . 7  
D 1 10 . 2  1 07 . 1  1 10 . 2  
1 97 8  M 1 1 1 . 8  1 08 . 9  109 . 3  
J 1 1 5 . 2  1 1 1 . 7 1 1 0 . 2  
s 1 1 5 . 2  1 1 1 . 7 1 1 3 . 4  
D 1 1 5 . 2  1 1 1 . 7 1 1 2 . 4  
1 97 9  M 1 1 6 . 5  1 1 3 . 0  1 1 0 .  7 
J 1 1 9 . 5  1 1 5 . 9  1 1 3 . 4  
s 1 1 9 . 6  1 1 6  . 1  1 1 8 . 4  
D 120 . 0  1 1 6 . 4  1 2 3 . 2  
1 980 M 1 22 . 7  1 1 9 . 2  1 2 8 . 6  
J 1 28 . 5  1 24 . 9  1 33 . 3  
s 1 30 . 7  1 2 7  . •  0 1 3 9 . 0  
D 1 3 5 . 0  1 3 1 . 0  1 43 . 0  
1 98 1  M 1 3 7 . 5  1 3 3 . 3  146 . 0  
J 143 . 6  1 3 8 . 3  1 46 . 1  
s 1 53 . 3  1 4 8 . 6  1 46 . 5  
D 1 5 5 . 3  1 50 . 7  148 . 3  
1 982 M 1 5 7 . 2  1 5 2 . 4  1 4 9 . 8  
J 1 60 . 6  1 5 5 . 7  1 52 . 8  
s 1 6 1 . 5  1 56 . 4  1 55 . 7  
D 162 . 5  1 57 . 6  n . a . 
a Level 1 centres . 
Off setting effec t s  of incentives for exporters 
Working in the oppo site  direc t ion to the direc t cost  and non­
pr i c e  c o s t  i nc r e a s e s  o ut l ined  abov e ,  the  Papua Ne w Guin e a  
Gov ernment ha s i n t r od u c e d  a r a ng e o f  i nd u s t r y  i nc en t iv e s ,  
inc l ud i ng an ac c e l e r a t e d  d eprec ia tion scheme ( for manufac tur ing , 
trans port and communicat ion , bui ld i ng and c o n s t r uc t i o n , and t he 
bus i ne s s  s e rv i c e s  s e c t o r s ) ,  a 2 0 0  p e r  c e n t  r ed uc t i o n  f r o m  
asses sable income f o r  wages paid t o  approved apprentice s ,  a scheme 
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fo r t he prov i s i o n  o f  i n f r a s t r uc tur e f o r  g ene r a l  d e c en t r a l i z ed 
i nd u s t r i e s ,  a s t and-by l o an f ac i l i t y f o r  i m po r t - r e p l ac e m e n t  
indus t r ie s ,  and an export incent ive scheme for manufac tured goods .  
The expo r t  inc e n t ive s c he m e  ( E I S )  i s  a i m ed a t  ac c e l e r a t i ng 
inves tment in import substi tut ion indus tries  by encouraging acce s s  
t o  export marke t s .  E IS exem pt s from com pany t ax ,  50  per cent o f  
the profi t s  of  the company related t o  the growth i n  export sales 
in the current year over the average value of  export sales for the 
preced ing three year s .  The scheme i s  re stric ted to manufac tured 
produc t s , but inc ludes ar ti fac t s , trea ted and proces sed crocod ile 
skins , wood pul p ,  sawn ti mber and dairy produc t s .  
The s c heme a l l o w s  a c om pany w h i c h  i s  maki ng a pro f i t  o n  
exports but a los s  o n  overall operations t o  carry forward benef i ts 
a c c r u i ng und e r  t he s c h e m e  f o r  t wo ye ar s a f t e r  t h e y  a r e  e a rned . 
Ho wever , the sche m e  prov i d e s  a c o un t e r  to the c o s t  i nc r e a s e s  
prev i o u s l y  d e s c r ib e d  o n l y  t o  the ex t en t  t ha t  t h e  c l a i m an t ' s 
bus ine s s  i s  pro fi table . 
A duty drawback fac i l i ty al so exi s t s  for spec i fied material s .  
The drawback o f  duty i s  based on duty paid on impor ted ma ter ial , 
but d o e s  no t a p p l y  t o  the g en e r a l  i m po r t  l ev y  o f  3 . 5  p e r  c en t . In 
t he m a in , ho wev e r , raw m a t e r i a l s  u s ed b y  i nd u s t r y  i n  Pa pua Ne w 
Gui n e a  a t t r ac t  l i t t l e  o r  no i m po r t  d u t y  o t he r than the g ene r a l  
i m po r t  l ev y .  The exi s t i ng d r awback f ac i l i t i e s  a r e  t hought t o  b e  
too cumbersome t o  b e  use ful , and they a r e  used hard ly a t  all .  
Dependence o f  conclusions on wage indexat ion 
The anal y s i s  of Cha p t e r  9 ha s s ugge s t ed t ha t  t he pr i c e s  o f  
i m p o r t e d  c o n s u m e r g o o d s i n  P a p u a  N e w Gu i n e a  m o v e  w i t h  
interna tional pr ice s and the exchange rate , although i t  take s some 
t i m e  f o r  m ov e m en t s  in t he l a t t e r  var i a b l e s  to be r e f l e c t e d  in 
d om e s t i c  pr i c e s .  The d i s c u s s i o n  i n  t hi s c ha p t e r sugge s t s  t ha t  
no n- t r a d ab l e s '  pr i c e s  have m o s t l y  f o l l o wed tho s e  o f  i m p o r t e d  
good s , al though in Port More sby non-tradable s increa sed more. The 
non- tradable pr ices whi ch moved independently over the per iod were 
fresh food and be tel nut in local marke t s ,  and charges for publ ic 
sec to r ut i l i t ie s .  The larger movements in non-tradables'  prices 
i n  Po r t  Mo r e s b y  over t he per i od as a who l e  r e f l e c t ed l a r g e  
inc rease s f o r  the se i tem s .  But even fresh food pr ices appeared to 
be s t r o ng l y  i n f l uenc ed over t he longer- t e rm by i m po r t ed food  
pr i c e s .  And the c o s t s  o f  pub l i c  ut i l i t i e s  a p pear to  hav e  
i nc r e a s e d  a t  a r a t e  e qual t o  o r  g r e a t e r t han i m p o r t  pr i c e s , even 
when charge s  have lagged behind . Thi s has led eventually to large 
sudden change s in these prices . 
The se conc lusions relate to a per iod in which labour cos t s  
were indexed to consumer pr ice s .  Labour i s  the main local cost  of  
p r o d uc t i o n  i n  Papua Ne w Gui n e a . I f  i m po r t  pr i c e s  were ab l e  to  
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r i se without dragging labour costs  with t hem , there would be much 
more scope for independent movement of tradable and non- tradable 
pr ice s . 
International comparisons of non- tradables '  prices 
A broadly-ba sed index of  dome s tic pr ices , such a s  the CPI , i s  
a c om po s i t e o f  t r ad a b l e  and non- t r ad a b l e  good s .  I f  a c o un t r y' s 
d om e s t i c  c o s t  s t r uc t ur e  i nc r e a s e s , t he pr i c e  o f  no n- t r ad a bl e s  
rises whi le tradables can b e  expec ted to remain ancho red to world 
pr ices.  If a country' s cost  s tructure r i ses  more rapidly than the 
rest of the world , the price of non-tradables rises more in that 
country than in others .  Thi s i s  reflected i n  larger increases in 
broad ly-based pr ic e indexe s .  
How have Papua New Guinea pr ices , a s  measured by the CPI ( the 
o nl y m e a s ur e  f o r  whi c h  i n t erna t i o na l l y  c om par abl e d a t a  a r e  
available) , moved i n  com par i son wi th o ther countrie s ?  How have 
t he y  m o ved when t he y  ar e m e a s ur e d in a c om m o n  i n t e r n a t ional 
currency ( tha t i s , after ad j us t ing for  exchange rate  changes ) ?  
Tabl e 1 0 . 9  c om p are s t he Papua Ne w Gu ine a ex pe r i ence o f  
i n f l a t i o n  and exchang e r a t e  c hange s w i t h  tha t o f  a l l  o f  t he 
hundred-odd countries which report to the Interna tional F inanc ial 
Stat istic s .  Papua Ne w Guinea consumer pr ice s  inc reased by 41 per 
cent bet ween 1 9 7 6  and 1 98 1 .  Thi s com pares with an average of 436 
per c en t  for the w o r l d  when w e i g h t e d  by g ro s s  d om e s t i c p r o d uc t , 
and 3 4 7  p e r  c ent f o r  t he w o r l d  when we i g h t e d  b y  t he v a l ue o f  
fo r e i g n  t r ad e  ( i m po r t s  p l us expo r t s ) .  The w o r l d  f i g ur e s  a r e  
Table 1 0 . 9  
Indexes o f  consumer prices , exchange value o f  currency 
(US dollars per currency uni t )  and compet i t ivene s s  
Country 
Papua New Guinea 
Wor ld 
( GDP weight s )  
World 
( Trade we ight s )  
( 1 9 8 1  values , 1 976= 100)  
Consumer Currenc y 
prices value 
141  1 1 8  
536 38 
447 54 
Pr ice level compared 
wi th PNG after 
taking account 
o f  exchange rate 
change s 
1 00 
1 24 
1 4 6  
Source : Int erna tional Mone tary Fund , I n t e r na t i ona l F i nanc i a l  
S ta t i s t i c s  and authors '  computations . 
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domina ted by count r i e s  exp er i e nc i ng hyper-inf l a t i on , i nc l ud i ng 
fairly large countries  in Latin America and Africa.  
Ov e r  t he f iv e -year p e r i o d , the kina a p p r e c i a t ed b y  about 1 8  
p e r  c e n t  a g ai n s t  the Un i t ed S t a t e s d o l lar , when the wo r l d  on 
av e r a g e  d e p r e c i a t ed t o  38 per c en t  ( GDP-we i g h t e d )  o r  t o  5 4  per 
cent ( t r a d e -w e ight e d )  o f  t he 1 9 7 6 f o r e i g n  exchange v a l ue s .  The 
world average i s  pro foundly influenced by countries experienc ing 
hyper-inf lation and wi th extremely weak currenc ie s .  
When a c c o un t  i s  t aken o f  t he e f f e c t s  o f  o t he r  c ur r e nc i e s '  
d e p r e c i a t i o ns o n  d om e s t i c  pr i c e s  expr e s s e d  i n  i n t e r n a t ional  
c u r r e nc i e s , t he pr i c e  l ev e l  i n  Pa pua New Gu inea is  s e en to have 
increased much less rapidly than in the world as a whol e  ( right­
hand c o l umn of Tab l e  1 0 . 9 ) .  But t he s e  av e r ag e s  c o n t a in a num b e r  
of disas trous cases of  flnanc ial mis management and inconver tible 
c ur r e nc i e s .  It is m o r e  a p p ro p r i a t e to c om pa r e  the Pa pua Ne w 
Guinea expe r i enc e wi th tha t o f  par t i c ul a r  c o un t r i e s ,  inc l ud i ng 
some known to have managed their macro-economic pol icy wel l .  
Tab l e s  1 0 . 1 0 ,  1 0 . l l  a n d  1 0 . 1 2  p r e s en t  d a t a  o f  the s a m e  type 
for Papua New Gu inea and i t s  m a j o r  t r ad ing par tner s .  Pa pua Ne w 
Guinea inflation has been sub s tantially lower than the average for 
i t s  major trading par tners .  I t  has ,  ho wever , been higher than in 
a fe w of  them (Japan , Singapo re and We s t  Germany) . 
The kina apprec ia ted by about 1 4  per cent aga ins t  an import­
we i g h t e d  ba s ke t ( w i t h heavy w e i g h t i ng of the Aus tral ian dollar , 
one o f  t he weaker c u r r e nc i e s  in t h e  g ro up ) , and b y  abo u t  9 p e r  
c en t  again s t  a t r ad e- w e i g h t e d  ba ske t o f  curr enc i e s o f  Papua Ne w 
Guinea's  trad ing par tner s .  
Af ter ad jus t ment for exchange rate changes , average price s  in 
Papua New Guinea have increased closely in l ine with the average 
of i t s  t r ad ing par t ne r s .  In the f i r s t  f e w  y e a r s o f  mone t a r y  
ind e pend e nc e ,  Papua Ne w Guine a ' s  ' c om pe t i t ivene s s ' im proved : 
relatively low infla t ion in Papua New Guinea more than out we ighed 
the e f fec t s  of the relatively s t rong kina. Thi s com pe t i t ive gain 
wa s erod ed a f t e r  1 9 7 9 ,  l e aving c o s t s  b a c k  at the 1 9 7 5  par i t y . l 
Thus the rela tive s treng th o f  the kina doe s not seem to have been 
as sociated with an inc rease in the pr ice of non-tradables in Papua 
New Guinea relative to the rest  of the wo rld .  
Tabl e  10.13 broad ly confirms thi s v iew wi th summary data from 
a l l  of Pa pua Ne w Guin e a ' s Southwe s t  Pac i f i c  and Southea s t  As i an 
neighbour s and from a number of o ther countrie s in Asia , Afr ic a ,  
Nor th America , La tin Am er ica and the Car ibbean. Papua New Guinea 
1 .  No ne of t hi s i s  m e an t to i m p l y  t ha t  Papua New Gui n e a ' s  c o s t  
l ev e l  r e l a t ive t o  t h e  r e s t  o f  t he wo r l d  wa s a p pro pr i a t e in 1 9 7 5 .  
The focus on the period sinc e 1 9 7 5  i s  solely to bring out change s  
over the per iod of  mone tary inde pendence.  
I-' 
\J1 
Table 10 . 10 0 
Consumer price increases in Papua New Guinea 
and ma jor trading partners 
( December quar ter 1 9 7 5  = 1 00 )  
Quar ter Papua New Aus t ralia Japan Uni ted Singapore We st Spain Uni ted Import Trade 
ended Guinea States Germany Kingdom weighted a weightedb 
December 
1 9 7 5  100 100 1 00 100 1 00 100 1 00 1 00 1 00 1 00 
1 9 7 6  1 06 1 1 4 109 1 05 98 1 04 1 1 7  1 1 5  1 1 0  1 09 
1 97 7  1 1 1  1 2 5  1 1 6  1 1 3  1 04 106 149 130 120 1 18 
1 9 7 8  1 1 8  1 34 1 1 9  1 23 1 08 1 08 1 7 4  1 40 1 2 7  1 24 
1 9 7 9  1 2 7  149 126 138 1 1 5  1 1 4  201 164 140 1 3 6  
1 980 1 42 1 62 136  1 5 5  1 2 2  1 2 0  2 3 1  1 9 0  1 53 1 48 
1 98 1  1 50 180  142  171  134  128  264  212  168  1 6 1  
1 9 8 2  June 1 5 1  1 88 1 43 1 7 5  1 3 4  1 34 286 222 1 7 8  1 68 
a Shares in value of  Aus tral ian impor t s  in 197 5-7 6 . 
b Shares in value of Papua New Guinea import s in 1975-76  plus Papua New Guinea exports in 
1 97 6 . 
Source s : IMF International Financ ial Statistics  and the authors '  computations . Weight s from Bank 
of Papua New Guinea , Quarterly Economic Bulletin.  
Table 10 . 1 1 
Amount of US dollars purchas ed by one 
uni t  of major trading partners '  currencies 
( December quar ter 1975 = 100)  
Quar ter Papua New Aus tralia Japan Uni ted Singapore Wes t  Spain Uni ted Impor t  Trade 
ended Guinea State s Germany Kingdom weight ed weighted 
December average a averageb 
1 9 7 5  1 00 100 1 00 1 00 100 100 1 00 1 00 100 1 00 
1976  1 00 92 103 100 101 1 1 1  87 81  95  99  
1977  103  89  1 2 3  1 00 104 125 72 89  98  1 06 
197 8 1 1 5  9 1  1 59 1 00 1 1 4  143 84 97 1 07 1 20 
1 9 7 9  1 1 0  8 7  1 2 7  1 00 1 1 4  1 5 1  8 9  106 101 1 1 2  
1980 1 2 2  9 3  1 44 1 00 1 1 8  1 34 7 7  1 1 7  1 08 1 1 6  
1 98 1  1 1 8  90 1 3 5  1 00 1 2 0  1 1 6  62  9 2  1 0 3  1 0 8  
1982 June 108 8 1  1 20 1 00 1 1 6  107 54 86 94 99 
Notes and Sources : As for Table 10 . 10 . 
I-' 
Table 1 0 . 1 2  V'I N 
Index of compe tit iveness , Papua New Guinea compared 
with major trading partners 
( December quar ter 1975 = 100 ) 
( An index abov e 1 0 0 ind i c a t e s pr i c e s  have r i s e n  m o re in the c o un t r y  c o nc e rned than in Papua Ne w 
Guinea since late 1 9 7 5  after taking account of exchange rate change s)  
------- -- --
Quar ter Papua New Aus tralia Japan Uni ted Singapore We s t  Spain Uni ted Import Trade 
ended Guinea States Germany Kingdom weighted weighted 
December averagea averageb 
-- --
1 9 7 5  1 00 100 100 100 100 100 1 00 1 00 100 100 
1 97 6  1 00 1 00 1 07 1 00 94 1 1 0  97 89 100 1 03 
1 9 7 7  100 97 1 2 5  99 95 1 1 6 94 101  103 1 09 
1978  1 00 9 1  1 4 1  9 1  92 1 2 3  109 101  101  1 1 1  
1 97 9  100 93 1 1 5  9 9  9 4  1 2 3  128 96 102 109 
1980 1 00 9 1  1 1 8  92  87  9 7  1 0 7  134  100 1 03 
1981  100  92  108  97 91  84 92  1 1 0 98 99 
1982 June 100 94 106 1 07 96 88 95 1 1 8  9 9  9 9  
No tes and Sources : As for Tables 1 0  . 10 ,  10 . 1 1 .  
Country 
Table 10 . 13 
Indexes of consumer prices , exchange value of currency 
(US dollars per currency unit )  and competitiveness 
1975-82 , various countries 
( June 1982 value s , December 1975  • 100 )  
Price level compared 
Consumer Currency with PNG after 
prices value taking account of 
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exchange rate changes 
Papua New Guinea 151  108 100 
Southwest Pacific 
Australia 188 81 94 
Fiji 179 92 101 
New Zealand 251 71  l l O  
Solomon Islands 202 74 92 
Vanuatu 185 77  88  
Asia 
India 148 94 86 
Indones ia 236 63 91 
Japan 143 120 106 
Malaysia 143 110  9 7  
Philippines 212 89 1 1 6  
Singapore 134 1 16 96 
South Korea 268 65 107 
Thailand 186 89 102 
North America and Europe 
Canada 183 79 89 
United States 1 7 5  100 107 
France 209 66 85 
West Germany 134 107 88 
Italy 288 49 88 
Spain 286 54 95 
United Kingdom 222 86 118 
Africa 
Botswana 216 79 105 
Ghana 3 ,071  42  793  
Ivory Coast 247 66 100 
Kenya 262 92 149 
Nigeria 232 75 107 
South Africa 221 76 103 
Tanzania 278 88 151  
Zaire 2 , 048 9 107 
Zambia 248 69 105 
Latin America and Caribbean 
Argentina 50 , 857  0 121  
Brazil 2 , 634 5 74 
Chile 1 , 253 20 1 52 
Guyana 241 85 126 
Jamaica 309 5 1  97 
Peru 1 , 919 7 7 8  
Trinidad & Tobago 223 106 146 
Sources : Int e r na t i onal Mone t a r y  Fund , International Financial Statistics;  
Vanuatu and Solomon Island s  from local official sources.  
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is seen in Tab l e  1 0 . 1 3  as hav ing had one of the  l o we s t  i n f l a t i o n  
rates i n  the wo rld. Thi s  caused a 'relatively s trong currency to 
be  c o m pa t i b l e  w i t h  t he m a i n t enanc e of a r e l a t i ve c o s t  po s i t i o n  
s i m i l ar to  t ha t  a t  Ind e pend e nc e .  S o m e  c o unt r i e s  l o w e r ed t he i r 
c o s t  lev e l s  r e l a t ive to P a pua Ne w Gui n e a  over the 6 o r  7 y e a r s ,  
but  m o r e  m ov e d  t he o t he r  w a y .  Pa pua Ne w Guine a ' s c o m pe t i t i ve 
po si tion improved considerably against  African countrie s ,  but did 
no t change much against  an average of countries  in other regions 
a f t e r  Ind e pendenc e .  Papua Ne w Gui ne a ' s  c o s t  l ev e l  fe l l  in 
compari son wi th most  other countries that  are heavily dependent on 
m ine r a l , pa r t i c u l a r l y  c o p p e r  and g o l d  ex po r t s  ( S o u t h  Af r i c a , 
Chile,  Bo t s wana , Zaire and Zambia , but no t Peru) . Al though there 
ha s b e en no d e t e r i o r a t i o n  in P a pua Ne w Gui ne a ' s  r e l a t i v e  c o s t  
po sition s ince monetary inde pendence , the ga ins o f  the early years 
have been los t  sinc e 1 980 , and the recent adverse developmen t s  in 
Papua New Guinea' s external and dome s t ic environm ent now require 
reduc tions in cos t s  relative to other countr ie s .  
Some impl icat ions for exchange rate pol icy 
Our analys i s  of  domestic pr ice behaviour sugges t s  that some 
import pr ice s ad justed slowly to kina apprec iat ions , but thi s does 
no t stand out in the interna t ional compari sons . Thi s seem s to be 
because , for di screte revaluations of  the s i ze of tho se in Papua 
New Guinea between 197 6 and 1 97 9 ,  the . effec t s  o f  slow ad jus t m en t s  
are small relative t o  random influences o n  pr ic e s .  
The sluggi shne s s  o f  domestic price ad j us t men t s  i s  l ikely to 
b e  r e i n f o r c e d  by l ag g ed a d j u s t m e n t s in wag e s  to c ha ng e s in t he 
price level . As a result , the complete transmis sion of a currency 
r ev a l ua t i on i n t o  d om e s t i c  p r i c e s m ay take b e t ween 1 2  and 1 8  
mont h s . Mo s t  o f  t he t r an s m i s s i o n  would o c c ur w i t h i n  6 t o  9 
m o n t h s .  Du r i ng t h i s t r an s m i s s i o n  per i od , pr i c e s  r e c e ived by 
exporters and import-compe ting producer s , rel ative to the ir cost s ,  
would be lower than they otherwi se would have been. 
W e  e s t i m a t e  tha t the ave r a g e  l o s s  of expo r t e r s '  inc om e s  
a s s o c i a t e d w i t h  l a g s  i n  pr i c e  a d j u s t m en t s over t h e  7 ye a r s  o f  
m one t a r y  ind e pendenc e w a s  b e t w een one-ha l f  and one p e r  c e n t  o f  
i nc o m e , c o nc e n t r a t ed i n  l a r g e r  i nc o m e  l o s s e s  i n  t he i m m e d i a t e 
a f t e r m a t h  o f  each r ev a l ua t i o n .  The s e  l o s s e s  would hav e b e en 
s m a l l e r i f  kina a p p r e c i a t i o n  had been s e c u r e d  t h rough a l a r g e r  
number o f  smaller changes . 
I t  ha s been sug g e s t e d tha t the ha r d  cur r enc y s t r a t e g y  ha s 
reduc ed vil lage exporters'  incomes  because of the a s socia ted fall 
in expo r t  r e c e i p t s  m e a s ur e d  in ki n a .  For exa m pl e , Ward and 
Proc tor in a major report to the Asian Development Bank said that 
' rur a l  pro d uc e r s  have no t r e c e ived the in c r e a s e s in d om e s t i c 
pr i c e s  f o r  the i r  expo r t  c r o p s  w h i c h  l o w e r  exc hang e r a t e s  m i g h t  
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h a v e  o f f e r e d ' . 2 O f t e n  s u c h  c o m m e n t s  h a v e  b e e n  d e r i v e d  
s impl i s t ically through reference t o  money incomes , wi thout account 
b e i ng taken o f  the r e a l  pur c ha s i ng po wer o f  t ho s e  inco m e s . The 
r e a l  pur c ha s i ng p o w e r  o f  expo r t e r s '  inc o m e s  wa s r e duced by t he 
three discrete revaluations by bet ween one-half and one per cent 
over the 7 years following mone tary independence.  
Thi s esti mate of the ef fec t on real income s overe stimates the 
wel fare lo s s  to villagers of the currency revalua t ions , s ince i t  
take s no account of the greater reduction of  villager s '  wealth in 
t he f o rm o f  c a s h , s t ab i l i z a t ion f und and o t her f i nanc i al a s s e t s  
t h r o u g h  t h e ' i n f l a t i o n  t a x '  i n  t h e  a b s e n c e  o f  t h e k i n a  
a p pr e c i a t i o n s .  I f  t h e  c a sh , s t ab i l i z a t i on f und and o t her 
financ ial assets  o f  a village household had repre sented on average 
one hal f  of  annual earning s  from cash c rop export s ,  the bene f i t s  
f r o m  r e d uc t i o n  o f  t he ' in f l a t i o n  t a x '  would h a v e  b e en e qua l in 
magni tude to  the highe s t  of our e s t imate s of  real income loss for 
the household .  
None o f  thi s argue s  against  removal o f  real income losses for 
exporters and im por t-com pe t ing produc ers result ing from slow price 
ad jus t ment s  to disc re te revaluations where thi s i s  pos sible.  
2 .  R� Gerard Ward and Andrew s. Proc tor , 'The pol i tical context' , 
in Ward and Proc tor ( ed s . ) , S o u t h  P a c i f i c  Ag r i c ul ture : Cho i c e s  
a nd C on s t r a i n t s ,  As i a n  Dev e l o p m e n t  Bank , Manila , in as soc iation 
with the Aus tralian Na tional University Pre s s , Canberra , p . 1 50. 
Chapter 1 1  
Conclus ions and policy recommendat ions 
The approach to m a c r o - econo m i c  po l i c y  d e s c r ib e d  in 1 9 7 5 a s  
t h e  ' h ard c u r r e nc y  s t r a t eg y '  i s  a p p ro p r i a t e t o  Papua New Gu inea 
cond i tions and was implemented succe s s fully for the fir s t  4 years 
of monetary independence.  In the se year s there was cons i s tently 
low inflation and st rong external paym ent s .  There was remarkable 
progre s s  in reduc t ion of de pendence on Aus tral ian aid . Within the 
r e s t r a ined f i s c a l po l i c y  cho s e n  b y  the governm en t  through thi s 
pe r i od , t he a i d  r e d uc t i o n s  c o n s t r a i ned g ov e r n m e n t  exp end i t ur e  
g ro w t h , whi c h  d am pened g r o wth in o t her  par t s  o f  t he ec ono m y .  
Ho wev e r , t h e r e  w a s  s t i l l  r a p i d  expan s i on in p r iva t e  s e c t o r  
econo m i c  ac t i v i t y  out s i d e  the Boug a i nv i l l e  m ine , e s p e c i a l l y  i n  
1 97 8  and 1 97 9 . 
The w e ak p o i n t  in m ac ro - e c o no m i c pe r f o rm an c e  in the e ar l y  
ye a r s  o f  m o n e t a r y  i n d e p e nd e n c e  w a s c o n t i n u e d  h i g h u r b a n 
une m p l o ym en t , d e r i v ing f r o m  h i g h  urban m in i mum wage s .  The 
s tati s t ics on urban em ployment and unemployment are poor , and we 
have had to rel y on d a t a  f r o m  onl y a f e w  p o in t s  in t i m e .  The s e  
d a t a ind i c a t e  s ub s t an t i a l inc r ea s e s  in t h e  p r o po r t i o n  o f  urban 
residents  wanting or ac tively seeking wage employment between late 
1 9 7 3  and m i d - 1 9 7 7 , a l t hough t he p r o po r t i on of work-age m a l e s  
(inc luding visitors)  resident wi thout employment i n  the towns did 
no t change m uc h .  Then b e t w e en 1 9 7 7  and 1 9 8 0 ,  t he r e  w a s  qui t e  
r a p i d  g r o w t h  in t o t a l  u r b a n  e m p l o ym e nt , but  t h i s m ad e  n o  
i m p r e s s i o n  a t  a l l  o n  r a t e s  o f  un e m p l o y m e n t  i n  t h e u r b a n  
c o m m uni t i e s  a s  a wh o l e , and the r e  w a s  a m ar ked d e t e r i o r a t i o n  i n  
t he em pl oym ent s i t ua t ion f o r  yo ung peo p l e .  The s e  w e r e c l a s s i c  
symptom s o f  ' internal imbalance' , o r  imbalance between urban wages 
and rural s tandards of  l iving , a s  di scus sed in Chapter 4. 
The high une mploym ent at the time o f  Ind epend ence followed 
from the weakne s s  of labour pol ic ies in the late colonial period , 
b e t ween 1 9 7 2  and 1 9 7 4 .  W ag e  ind exa t i o n  ha s pr ev en t e d any 
reduc tion in unemployment s ince then , even when urban employment 
gro wth ha s been rapid . A weaker kina could play no useful par t in 
r e m ov i ng i m b a l a nc e s  in the l abour m ar ke t  und e r  the i nd exa t i on 
arrangements . 
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A range of mac ro-economic problems emerged in 1 980 and 1 98 1 .  
Some o f  the problems resul ted from adver se change s i n  the economic 
environmen t .  Vir tually all export prices fell , coincid ing wi th 
large increases in pe troleum and some other import pr ices .  Thi s  
on its  own was ne i ther surpr i sing no r alarming : Papua New Guinea 
e c o nom i c  po l i c y  had b e en d e s igned to a c c om m od a t e  c yc l i c a l 
f l uc tua t i o n s  o f  thi s kind . But the d i f f i c ul t i e s  inc r e a s e d  when 
t he c yc l i c a l  d o wn t u r n  c o i nc i d e d w i t h  d e t e r io r a t i o n  in o t her 
elements  of the ob j ec tive economic environment : a large downward 
ad j u s t m en t  in expec t a t i o n s  about the v o l um e  of m i n e r a l  expo r t s  
from Bougainville and about l ikely future average export price s ;  a 
drought in the Port  Moresby area that rai sed the pr ices of fresh 
food and the c o s t  o f  g e n e r a t ing e l e c t r i c i t y ,  which were  pa s s e d 
through to the cos t s  of all indus tries through the wage indexation 
a r r ang e m en t s ;  an upward a d j u s t m e n t  in expec t a t i o n s  ab out  wo r ld 
i n t e r e s t  r a t e s  a t  a t i m e  when the Pa pua Ne w Gu inea ec ono m y  was  
increa sing rapidly i t s  ne t borrowing from the  out s ide world ; and 
agreement on cont inua t ion of rapid reduction in the real value of  
Au s t r a l i an aid t h a t  wa s p r em i s s e d  o n  more o p t i m i s t i c  e a r l i e r 
expectations . 
Other problems resul ted from weaknes s e s  in implementation of  
policy. Wi thin the hard currency stra tegy , the se change s in the 
medium-term econom ic out look required a prompt movement to a lower 
r a t e  o f  pub l i c expend i t u r e  g r o w t h .  I n s t e a d  t h e r e  w a s a n  
acceleration of  the rate of  inc rease in real spending on good s and 
s e rvi c e s , t hr o ugh t o  t h e  m i d d l e  o f  1 9 8 1 .  I t  i s  f a i r  t o  ob s e rve 
that thi s rate of  inc rease would have been much greater , and the 
s ub s e quent e c o nom i c  pro b l e m s  m uc h  m o r e  d i f f i c u l t , had no t t he 
F inan c e  Mini s t e r o f  t he day r e s i s t e d pr e s s ur e s  from o t he r s  in 
government for more expans ive polic ies . 
Other weakne s se s  in policy com pounded the economic problems 
of thi s t ime. A more interv en t i oni s t  m o ne t a r y  po l i c y  i nc r e a s ed 
bus ines s  uncertainty and may have boo s ted expend i ture at the tail­
end of the boom and exac erbated the contrac tion late in 1980 and 
i n  1 9 8 1 .  The  e x c e s s i v e  r u n n i n g d o w n o f  M i n e r a l  Re s o ur c e s  
S t ab i l i z a t ion Fund r e s e rv e s  i n  1 9 8 1  exac e rb a t ed t he f i s c al 
prob l e m s c ar r i e d fo r wa r d  i n t o  1 9 8 2 .  The i n t r o d uc t i o n  o f  t he 
Na t i ona l P r o v i d e n t  Fund , and s ev e r al l a rg e  i m po r t an t  wage 
s e t t l e m e n t s in par t i c u lar  indus t r i e s  in 1 9 8 1 , s ub s t an t i a l l y  
increas ed real l abour costs  when private sec tor profi tability was 
under great pre s sure . Large inc reases in taxes to s low the growth 
o f  t he budg e t  d e f i c i t  p l a c ed f ur t he r  pr e s s u r e  on pr iva t e  s e c t o r  
ec ono m i c  ac t i v i t y , w i t h  inc r e a s e s  in fuel  taxe s a n d  the g e n e r a l  
import levy damaging e f fic ient resource allocation. 
S o m e  econo m i c po l i c i e s  ad o p t e d  at thi s t i m e  served s o m e 
important long-term purpo ses at the s ame t ime as they exacerba ted 
recession. Large increases in government hous ing ren t s  and publ ic 
ut ili ties charge s bet ween late 1 97 9  and early 1 981 were necessary 
f o r  pub l i c s e c t o r  e f f i c i e nc y ,  and w e r e  s o  l a r g e  o n l y  b e c a u s e  
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a d j u s t m en t  of  c h a rg e s  had been d e l a y e d  t o o  l o ng .  But t he 
concentration of the se inc rease s in the run-up to and early s tages 
of r e c e s s i on and t he b i a s  aga in s t  bus ine s s  in t he i nc r ea s e s  
( espec ially the huge rises  in power co s t s  to large users  in 1 980) 
undoub t e d l y  shar pened t he d e c l ine in p r i v a t e  s e c t o r  ac t iv i t y  in 
late 1 9 8 0  and 1 9 8 1 , both t hr o ugh the i r  d i r e c t e f f e c t s  o n  c o s t s ,  
and indirectly through their be ing incorpora ted into labour c o s t s  
v i a  wage indexation. 
The 5 per c e n t  r e v a l ua t i o n  of t he kina in Dec e m b e r  1 9 7 9  
modera ted inflat ion in 1 98 0 ,  which wa s a year o f  high inflat ion in 
most of the world . Al though Papua New Guinea infla tion was high 
in 1 980 following the revalua t ion , i t  would have been a good deal 
higher wi thout revaluation. It was substantially lower than the 
rate of increase in pr ices of good s enter ing internat ional trade , 
and below average dom estic inf la tion rate s in other countrie s .  In 
i t self , i t  was useful to lower inflation in Papua New Guinea belo w 
wha t i t  other wi se would have been in a year which for the world as 
a who l e  shared w i t h  1 9 7 4  the d i s t i nc t io n  of be i ng the m o s t  
inflationar y o f  modern time s .  
However , the tim ing o f  the revalua tion probably caused i t  to 
increase rece s sionary pre s sure s  in 1 9 80. Although our empirical 
anal ys i s  sugg e s t s  t ha t  the e f f e c t s  o f  t he r e v a l ua t i o n  would 
eventually have been largely pa s sed through into dome s tic pr ices , 
s l ugg i sh pr i c e  r e s po n s e s would have ensured tha t  the 1 9 7 9 
revalua t ion would not have worked i t s  way fully into pr ices unt i l  
wel l  i n  t o  1 98 1 .  
I f  w e  c o uld a s s u m e  tha t the r e v a l ua t i o n  and t he sub s e qu e n t  
modera t ion o f  inflation had no e f fec t  o n  the Minimum Wages Board 
dec i s i o n  brought d o wn in the f i r s t  ha l f  o f  1 9 8 0  ( an a s s um p t i o n  
that would b e  open t o  challenge) we would conclude that the 1 97 9  
r eval ua t i o n  add ed to the pr e s s ur e s  on bus in e s s  pro f i t a b i l i t y i n  
the 1 980 downturn. The e f fec t s  o f  the revaluat ion o n  exporter s '  
incomes would have been instantaneous . The relative c o s t  po si tion 
of expo r t e r s  would have i m m ed i a t e l y  d e t e r i o r a t e d by 5 per c en t , 
wi th the post- reval ua tion deterio ration gradually dimini shing over 
about the next eighteen months . With par tial ind exa t ion applying 
in t he hi gh in f l a t i o n  o f  1 9 8 0 , t he rev a l ua t i o n  would have 
m od e r a t ed t he f a l l  in r e a l  wag e s  in t ha t  year . Whi l e  t he s e  
e f f e c t s  m ig h t  s e e m  a s m a l l  pr i c e  to  pa y f o r  l o w  in f l a t i o n  i n  
pros perous times (espec ially as the co sts  were mo s tly a trans fer 
f r o m  ex po r t e r s to wag e - e arner s r a ther than a l o s s  in econo m i c 
value) , i t  added to the accumulation of d i s incentive s to econom ic 
ac tivi ty as Papua New Guinea mov ed into reces sion in 1980.  
Our r ev i e w  o f  the year s s i nc e Ind e pe nd ence ha s l ed u s  t o  a 
number of policy recommenda tions , whi ch ar e brought toge ther here.  
The  argum ent s which l e d u s  t o  t hem a r e  m ad e  e l s e where in t he 
report . 
Broad macro-economic policy : the adjus tment 
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The g en e r a l  a p p r o a c h  o f  Papua Ne w Gu inea g ov e r nm en t s s i nc e 
Independenc e to the maintenance o f  econom ic stability i s  sound . A 
s i ng l e  a s p ec t o f  p o l i c y  - exc e s s iv e l y  high urban m i n im um wag e s  
en t r enc hed b y  wag e ind exa t i o n  - s e e m s t o  hav e  b e en the m o s t  
important cause of  the main weakne s s  in econom ic per fo rmance in 
the f i r s t  4 y e a r s .  Ho wev e r , adv e r s e  e x t e r na l  and d om e s t i c 
e c o nom i c  d ev e l o p m en t s and weakne s s e s  in t he i m p l em en t a t i o n  o f  
po l i c y  i n  t he 2 y e a r s f r o m  ea r l y  1 9 8 0  m e an t ha t a m a j o r  m a c r o ­
e c o nom i c  a d j us t m e n t  i s  r e q u i r e d  b e f o r e  a s o und b a s i s  f o r  s t abl e 
gro wth has been restored .  
W e  a r e  a w a r e  t ha t  weakne s se s  i n  ava i l abl e s t a t i s t i c s  
introduce more than the usual uncer tainty into judgments about the 
e x t e n t  o f  t h e  r e q u i r e d a d j u s t m e n t . W e  hav e m a d e  c l e a r 
r e c o m m end a t i o n s  o n  the ba s i s o f  t he ava i l ab l e  ev i d enc e , r a ther 
than e quivoca ting because of  weakne s se s  in the data.  However , the 
pr o c e s s  o f  ad j u s t m e n t  sho u ld be r ev ie wed c l o s e l y  a s  evid enc e o n  
t he e f f ec t s  o f  t he a d j u s t m en t  pac kag e b e c om e s  ava i l abl e .  In a 
conc luding sec tion of the chapter , we suggest some improvements to 
s ta t i s t ical collec t ions which should a s s i s t  the review process . 
Our recommendations on the ad j us t ment to wages relative to 
t he pr i c e  o f  t r ad a b l e  g o o d s ar e b a s ed on a l i m i t ed ambi t i on , t o  
restore the extent of internal imbal ance t o  levels ruling at the 
t i m e  o f  t he 1 9 8 0  c en s us . La r g e r  ad j u s t m e n t s in urban m in i m um 
wag e s  r e l a t i v e  to o t he r pr i c e s  would be nec e s s a r y  t o  remov e  
unemployment . 
The ad just ment should have two major com ponents : a reduct ion 
in establi shed real publ ic expenditure program s by a minimum of  6 
per cent over 1 983  and 1 98 4 ;  an inc rease in the pr ice o f  tradable 
good s r e l a t iv e  to l abour of a r o und 25 to 30 per c en t  for ad u l t  
worker s in Por t  Moresby,  and a substantially larger reduc tion in 
r e l a t ive w ag e s  in o t her urban c en t r e s and f o r  yo u t h  everywher e .  
At the same time , the government should per s i s t  wi th the reque st  
for a lower rate o f  reduc t ion in Aus tral ian aid over the per iod of  
the current five-year agreemen t .  The adj us tments in the relative 
pr i c e s  o f  t r ad a bl e g o o d s and l abour would r ed uc e  t he c o s t  o f  
pub l i c  pr og ram s .  I f  t he ad j us t m e n t  pr o g r am we r e  t o  have t he 
expan s i onary e f f ec t s  soug h t  f r o m  i t , r a t he r  t han e n t r enc h i ng 
stagnation , i t  i s  e s sential tha t the se public sec tor wage saving s 
be appl ied to increase s in inve s tment , es pec ially in agr iculture.  
I f  t he a i d  re que s t  is  no t g r an t ed , s o m e  c o m b i n a t i o n  of even 
larger cut s in e stabli shed expenditure program s and reduc tions in 
new investment would need to be contemplated in the intere s t s  o f  
re s tor ing external balance.  E i t he r  o f  t he s e  d ev e l o p m en t s would 
d a m a g e  p r o s p e c t s  f o r  r e d u c i n g  un e m p l oyment  and r e s t o r ing 
rea sonable rates of  econom ic growth over the next few years .  
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It i s  s i m pl y  no t po s s i b l e  to  achieve t he r e qui r ed chang e in 
t he pr i c e  o f  t r ad a bl e s  r e l a t iv e  ' t o  l abour und e r  t he w a g e  
indexa t i o n  ar r ang e m en t s  i n  fo r c e  s i n c e 1 9 7 7  w i thout  unl e a s h i ng 
r a t e s  o f  in f l a t ion t ha t  a r e  s o  h i g h  a s  t o  t hr e a t en e c o no m i c  and 
pol i tical stabili ty.  Thus the adj us tment program requi res change s  
to allow pr ice s  of  expor table and impo r table good s to r i se wi thout 
increasing wages . 
The government' s propo sal s on wage indexation to the Minimum 
W ag e s  Board would a l l o w  m o s t  o f  t he r ec o m m ended r e l a t ive w a g e  
ad j us t m en t  to b e  e f f e c t e d  w i t ho u t  unl e a shing hi gh i n f l a t i o n .  
Obviously the governmen t' s opt ions on adjus tment will b e  l imi ted 
by the pos i t ion eventually adopted by the Minimum Wages Board . 
Government s seeking ad jus tment s in expend i ture and relative 
p r i c e s  o f  t he m ag n i t u d e  pro po s e d  in thi s r e p o r t  a l ways fac e a 
cho ice be tween sudden and gradual change. In i t s  recommendat ion 
to the Minimum Wages Board , the government ha s clear l y  opted for 
gradual rather than sudden adjus tment . 
Within a gradual approach to ad j us tment , the governm ent could 
simply let  the domes tic pr ices of tradable good s  r i se in l ine with 
i n t e r na t i o nal in f l a t i o n , w i t ho ut d i s c r e t e  d e v a l ua t i o n .  I f  t he 
g ov e r nm en t a im s t o  r a i s e  t r ad a bl e pr i c e s  by 2 5  t o  3 0  p e r  c en t  
r e l a t ive t o  urban wag e s  t he r e  i s  n o  need t o  red uc e  the fo r e i g n  
exchange r a t e  of  the kina unless  in terna t ional inflat ion i s  so low 
tha t i n t e r n a t i o nal pr i c e s  in kin a  would no t r i s e b y  25 to 30 per 
cent without such a s s i s tance , so long a s  there ar e no increa se s in 
urban wage s .  
The sud d en approach t hr o ug h  d ev a l ua t i o n  would r e s t o r e  the 
pr o f i t ab i l i t y  o f  expo r t  and im por t c om pe t ing i nd u s t r i e s  m o r e  
quickly. I t  would restore external balanc e more quickly through 
l a r g e r  c o l l e c t i o n s  o f  t he ' in f l a t ion t ax' a t  the b eg inn i ng , a s  
well as more rapid reduc tions in real expend i ture , and more rapid 
e s tabl i shment of  relative pr ices favourable to expans ion of export 
and impor t-com pe ting industrie s .  The earlier mod eration of  high 
level s of fore ign borrowing would reduce the continuing burden of 
serv ic ing foreign deb t .  
The s e  e ar l i e r  g a i n s  f o r  ex t e r nal bal anc e w o u l d  be achi e v ed 
m a i nl y  b y  im po s ing e a r l i e r  c o s t s  o n  h o ld er s  o f  c a s h  and kina 
a s s e t s  and on wag e-earner s .  The inc r e a s e d  c o s t s  of  s uc h  an 
a p p r o ac h are in t he s ud d e n  r e d uc t i o n  of we a l t h  and l iv i ng 
standard s ,  which could genera te greater social cost and pol i tical 
re s i s t ance , s i nce peo pl e would have no warning and no t i m e  t o  
pr e pa r e  f o r  the chang e s . The onc e - fo r -al l g a i n s  t hr o u g h  t he 
' in f l a t ion t ax'  would f a l l  heav i l y  on v i l l ag e  and o t h er r ur a l  
i n t e r e s t s  in p r e s e n t  c i r c um s t anc e s , and thi s m u s t b e  j ud g ed a 
di sadvantage o f  rapid adj ustment . 
161 
Firms operating in Papua New Guinea at present are carrying 
high l evel s of over seas debt.  A devaluat ion would rai se the cost s 
o f  s e r v i c ing f o r e i g n  d eb t , and would appe ar in the i r bal anc e 
shee t s  as a capi tal loss .  For financ ially weak firms with high 
level s of foreign debt , thi s could cause financial stres s .  
Ano t he r  c o n s id e r a t ion i s  t h e  r e l a t iv e  e f f ec t s  o f  t he t wo 
a p p r o a c he s  o n  b us i n e s s  c onf i d enc e .  Am ong s t  the l a r g e  num ber o f  
repre senta tions made to us b y  bus ine s s  r e p re s e n t a t ive s , a  f a i r l y  
large majori t y ,  and a large majority of  tho se wi th st rong vie ws , 
w e r e  o ppo s e d  t o  d ev a l ua t i o n .  W e  would expec t t ha t  a l a r g e  
d eval ua t i o n  w o u l d  b e  poo r l y  r e c e ived b y  the bus ine s s  communi ty , 
and f o r  a p e r i o d  a f t e r  i t  t h e r e  would be unc e r t a in t y  about t he 
drift of government pol icy. Thi s cost may no t linger for so long 
i f  t h e  g ov e r nm en t  a rg ue d  c o nv i nc ing l y  t ha t  d evalua t i on wa s a 
once-for-all move allowing a return to familiar policies favour ing 
s tabili ty. But overall ,  the gradual approach would create less of 
a sense of  crisi s , and if implemen ted successfully would leave a 
legac y  of greater confidence in the stabil ity of the kina and the 
Papua New Guinea economy.  
On the o t he r s i d e , a g r ad ua l  appr o a c h  m ay b e  vulne r ab l e  to  
rever sal through pol i t ical pre ssure before i t  has been comple ted .  
The r e  i s  n o  ' ne ed '  f o r  d e v a l ua t i o n , in t he s e n s e  t ha t  t he 
g ov er nm en t  ha s no a l t e rna t i ve . The c o un t r y' s ove r a l l  d e b t  
po s i t io n  i s  s t i l l  suf f i c i e n t l y  favourab l e  to  a l l o w  g r ad ua l  
a d j u s t m en t . B u t  t h e r e  i s  a v e r y  c l e ar n e e d  f o r  a d j u s t m e n t  
through one o r  o ther of the proc esses outl ined here.  
Ne i t her a g r ad ua l  nor a s ud d en a ppro ac h t o  ad j u s t m en t  i s  
c l e a r l y  s up e r i o r  o n  e c o no m i c  g r o un d s .  Th e y  e a c h  ha v e  
di sadvantages tha t  d i f fer in importance in different envi ronm ents .  
They are both painful , but impo se di f ferent type s o f  pain , and can 
be expec ted t o  g en e r a t e  d i f f e r en t  po l i t i c a l  r e s po n s e s .  The s e  
d i f f e r e n t  po l i t i c a l  e f f e c t s  should b e  we i ghed c ar e f u l l y  in 
choo sing between gradual and sudden adjus tment. At the end of the 
adj ustment , the com pe titiveness of local indus try could be similar 
under the two approache s .  
The government' s  recommendation t o  the Minimum Wages Board 
s ho w s  t ha t  i t  f av o ur s a g r adual a p p r o a c h .  We s e e  no faul t i n  
thi s ,  s o  long as the ad j us t ment really i s  made.  
Exchange rate management 
T h e  p e g g i n g  a g a i n s t  a b a s k e t  o f  c u r r e n c i e s  t h a t  w a s 
i n t roduc ed i n  1 9 7 8  ha s o p e r a t ed e f f ec t iv e l y  and s ho uld be 
maintained . It i s  clearly super io r  to pegg ing against any single 
currency.  We bel ieve that pegging agains t  a baske t  is more likely 
to produce s t ab l e  e c o no m i c c ond i t i o n s  t han a f l o a t i ng exchange 
rate , so long a s  dome s t ic expend i ture levels in real term s  are low 
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enough to maintain external balance .  Another alternative that was 
put to us , t hat the kina should be var ied with an index of export 
prices  to stabilize  exporter s '  incomes , i s  imprac tical , since i t  
would generate extreme instability i n  a l l  other income s and real 
econom ic magni tudes . 
On the prem i s e  t ha t t he gov e r nm en t  i s  o p t i n g  f o r  g radual 
a d j u s t m e n t  r a t h e r  t h a n  s u d d e n  a d j u s t m e n t , t h e r e  a r e  t w o 
c ircum s tances in which the government may wish to change the value 
o f  t he kina aga in s t  t he c ho s en b a s ke t ov e r  t h e  next  t hr e e  ye a r s .  
The f i r s t  i s  i f  t he ki na pr ic e o f  t r ad ab l e s  a t  any t i m e  had 
a l r e a d y  r i s e n  b e yo nd l ev e l s n e c e s s a r y  t o  e s t abl i s h t he d e s i r ed 
r e l a t i o n s h i p t o  wag e s , and i f  t h i s i s  a s s o c i a t e d  w i t h l ev e l s  o f  
in f l a t ion t ha t  a r e  t hought t o  b e  exc e s s iv e .  Some upward 
adj ustment of the kina may be use ful in the se circum stances , jus t  
as i t  ha s been i n  the pa st .  The second i s  i f  tradables '  pr ices in 
Pa pua Ne w Guinea a r e  inc r e a s i ng by l e s s  t han i s  nec e s sa r y  t o  
e f f e c t a d e s i r ed r a t e  o f  i nc r e a s e i n  t r ad abl e g o o d s  pr i c e s  
relat ive t o  urban wages.  In thi s case , som e downward ad j ustment 
in the value of  the kina against  the baske t m ight be useful . 
If some upward or downward movem ent in the value of the kina 
against the baske t wer e judged to be use ful , we strongly recommend 
t ha t  s er i e s  o f  s m a l l  r a t he r  t han l a r g e  d i s c r e t e  m ov em en t s b e  
implemented . Tha t i s , w e  favour a slowly ' crawl ing' peg t o  larger 
movements.  A large number o f  small movement s have less  di srupt ive 
effec t on bus ines s  transactions than the 4 or 5 per cent movements  
f avour ed s o  far  in Pa pua Ne w Gu inea . The y a l s o  r ed uc e  t he 
tendenc y for slow pr ice ad j us tments  to redistribute incom e from 
exporters and impor t-c om pe t ing producers to wage-earners through 
currency reval ua tion at times when the pro fi tability of the former 
is under pressure . 
We recomm end that thi s same approach - daily pegg ing against 
a baske t of  currenc ies and change s against the peg through ser ie s  
o f  ind i s c e r n i b l y  s m a l l  m ov e m en t s  - i s  a l s o sui t a b l e  a f t e r  t he 
c omplet ion of the recommended rela t ive price adjustment . 
Fiscal policies 
We recommend ( 1 983)  tha t est abl i shed governm ent expend i ture 
program s be reduced by a m inimum of  6 per cent over 1 98 3  and 1 984.  
I f  in the s e c o nd o f  t he s e ye a r s  i t  s e e m s t ha t  thi s r ed uc t i o n , in 
associa t ion with other pol icies , i s  suff ic ient to restore external 
balance , the government should plan to re turn to a steady rate o f  
r e a l  expend i t ur e  g r o w t h , l o w  enough t o  b e  c o n s i s t en t  w i t h  t he 
c on t i nua t i o n  o f  e x t e r nal bal anc e .  As m uch a s  po s s i b l e  o f  t he 
budge t a r y  f r e edom c r e a t ed b y  f a l l ing r e a l  l abour c o s t s  ov er t he 
nex t three year s should be applied to the expansion of produc t ive 
inve stment , espec ially in agriculture.  Any sugge s t ion that the se 
budgetary saving s should be applied to the reduc tion of  Aus tral ian 
a i d  s hould  be r e s i s t ed , s i nc e s uc h  an a p p r o ac h  would r educe t he 
pro spec t s  for econom ic recovery. 
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It is i m po r t a n t  tha t c aut i o us m anag e m en t  of the Miner a l  
Re s o u r c e s  S t a b i l i z a t i o n  F u nd b e  r e s t o r e d f o l l o w i ng t h e  
dif ficul ties  o f  1 98 1 .  I t  i s  cri tically important that financ ial 
flows into the Budget from the Fund be ba sed on caut ious e s t imates 
of  gold prices , such that there is  only a low probabil i ty ( say , 20  
per c ent) tha t  average pr ices will turn out to be below proj ec ted 
level s .  Future aid agreements wi th Aus tralia and planned level s  
of  expendi ture gro wth should be based o n  the se caut ious e stimate s 
of gold price s .  
W h i l e  o n c e - f o r - a l l d e v a l ua t i o n  w o u l d  ha v e  b u d g e t a r y  
im p l i c a t ions , i t  i s  no s o l u t io n  t o  c ur r en t  budg e t ar y  p r o bl em s .  
Com par ing the budg e ta r y  e f f e c t s  o f  t he ' s udd e n '  and ' g radua l ' 
a d j u s t m en t  d i s c u s s ed ab ove , t he f o rm er in t he f i r s t  year wo uld 
d irec tly reduce the budge t  defic i t  by about K4 million below tha t  
produc ed by t h e  l a t t e r .  I n  t h e  s e c o nd ye ar , t he im pac t o f  t he 
one-off devaluat ion would reduce the budge t  defic i t  by about K40 
m illion belo w that wi th the 'gradual' approach. Ho wever , in the 
four th and subsequent years there would be no dif ference between 
the budget defic i t s  produced under ei ther strategy. Under ei ther 
approach there is al so the po tential for budgetary gains through 
the revalua tion of the Bank of Papua New Guinea's fore ign exchange 
account s ,  al though the greater par t  of the se gains would probably 
be used t o  r e t i r e  g ov e r nm en t  l o a n s  t o  t he Bank r a t her t han pay 
inc r e ased dividend s .  
Papua Ne w Gui n e a ' s m a c r o - e c o nomic problem s require medium­
term solutions , and one-o ff gains are of l im i ted value.  
All of the direc t budge tary gain from the ' sudden' ad j ustment 
would be achieved through the fa s ter reduc t ion of  real wages and 
salari� s .  There would be som e o ther po sitive ef fec ts  measured in 
kina (larger amount s of kina for a g iven level of Aus tral ian aid , 
higher collec tions of import dut ies  and som e o ther taxes )  as well 
as some increased kina cost s ( over seas debt servic ing ; import s of  
good s and s e rv ic e s ) .  I t  ha ppen s tha t in c ur r e n t  c ond i t i o n s  t he 
' o t h e r  po s i t ive e f f ec t s '  and ' s ome i nc r ea s e d  kina c o s t s '  wo u ld 
roughly balance each o ther . 
Monetary policy and the commodity s tabilization funds 
Mone tar y management is inherently difficul t in a smal l , open 
p r i m ary- expo r t i ng c o un t r y , and we c a u t ion a g a in s t  t r y i ng to  
achieve too much through ac tive pol icy. 
The maintenance of  a steady trend in real publ ic expenditure 
growth , low levels  of net domestic borrowing and the avoidance o f  
ne t d o m e s t i c  b o r ro w i ng b y  g ov e r nm en t  in ye a r s  w h e n  mone t a r y  
cond i tions a r e  tight will fac il i tate the maintenance of  monetary 
stabili ty.  We endor se the s e  a s pec t s  of e a r l y  po s t - ind e pend ence 
policy,  and recommend the ir continua t ion. 
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The c om m od i t y  s t ab i l i za t i on f und s hav e c o n t r ibu t ed to 
m o ne t a r y  s t a b i l i t y and the i r  r o l e · sho uld be s t r eng thened and 
ex t end e d .  We r e c o m m end t he r e f o rm a t i o n  o f  t h e  c o p r a  f und a l o ng 
the line s of the cocoa and cof fee fund s ,  perhaps as a cond i t ion of  
t h e  c o n t inua t i on of  the g ov ernm en t  l o an s  which it  ha s r e c e ived 
t hi s year . I t  i s  d e s i r ab l e  tha t fund s be e s t a b l i shed f o r  o t he r 
i nd u s t r i e s , e s p e c i a l l y  p a l m  o i l .  To s t r e ng t hen t he f und s '  
contr ibut ions t o  mone tar y stability,  higher propor tions of  the ir 
a s s e t s  - as c l o s e as po s s i bl e  to t he who l e  - should be held on 
deposi t at the Bank of  Papua New Guinea. 
Be yond t he s e  g en e r a l  m e a s ure s we b e l i eve t ha t i t  i s  b e t t e r 
f o r  m one t a r y po l i c y  t o  be r e l a t i ve l y  p a s s i v e .  F i r m s sho uld b e  
permit ted to bo rrow abroad according t o  their own judgment s  about 
t h e i r  r e q u i r e m e n t s .  M i n i m u m l i q u i d i t y  r a t i o s  s h o u l d  b e  
e s tabl i shed and mainta ined firmly. The Bank o f  Papua New Guinea 
should cont inue the l end e r o f  l a s t  r e s o r t  f a c i l i t y a t  pena l t y  
interest rates , for trad ing banks that canno t mee t  the l i quidi ty 
requirement s .  For the time being at leas t , the Bank of Papua New 
Gu inea s ho u ld c on t inue to a c c e p t  d e po s i t s  a t  i n t e r e s t  r a t e s  
r e l a t ed t o  i t s  o wn expec t ed e a r n i ng s  o n  ov er s e a s a s s e t s , wh i c h  
w i l l  tend to  p l a c e  a f l o o r  b e n e a t h  d om e s t i c  in t e r e s t  r a t e s .  
Beyond thi s ,  the Bank should seek t o  cont rol inter e s t  rates only 
to the extent nec es sary to remove the ef fec t s  of monopol y  on some 
rates . 
We recommend tha t if agricul tural stabil i za tion fund s ar e at 
any t im e  f i nanc i a l l y  d i s a dvan t ag e d b y  r e s t r i c t i o n s  on t he 
inv e s t m en t  o f  t he ir a s s e t s  ( in par t i c u lar  b y  r e qui r e m en t s  t h a t  
a s set s b e  depo si ted with the Bank o f  Papua New Guinea) , expl icit  
subsidies be in troduced on interest earned by s tabil ization fund s 
on depo s i t s  with the Bank of Papua New Guinea.  
Consideration should be given to  introduc tion of  subsidies on 
i n t e r e s t  r a t e s above s p ec i f i e d  l e v e l s ( p e r h a p s  r e l a t e d t o  
interna tional rate s)  for loans for cer tain high pr io r i ty purpo se s ,  
to  preven t  l e nd ing f o r  t he se pur po s e s  b e ing d am aged by h i g he r  
i n t e r e s t  r a t e s tha t m i g ht s o m e t i m e s  b e  a s s o c i a t e d  wi th a l e s s  
int erventioni st  mone tary pol icy. The special facility to provide 
long- term loans to agricul tural inves tment that was in place over 
1 982  provides one exam ple of  the form that the se subsid ie s  could 
take . 
Growth and re source allocation 
I f  the ad jus tment program out l ined above is implem ented , we 
b e l i eve t ha t  t he r e  a r e  g o od pro s pe c t s  f o r  t he re s t o r a t i o n  o f  
macro-economic stabi l i ty and for an early return to strong private 
sec tor gro wth along the l ine s of  the late 1 9 70s . 
In commenting upon the ef fec t s  of the hard currency s trategy 
on the g r o w t h  of im por t - c om pe t i ng and expo r t ind u s t r i e s , we 
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b e l ieve  t ha t m ac r o - e c o no m ic s t ab i l i t y in the 1 9 7 6 -7 9  p e r iod 
a s s i s ted expansion of  all  indus trie s .  
Aft er each disc rete revalua tion , there was a brief period in 
which im por t-com pe t ing and export indus tries were somewha t less  
compe t i t ive than before : the 5 per cent revaluation o f  December 
1 97 9  would have rai sed average labour cost s , relative to produc t 
p r i c e s , by an av e r ag e  o f  2 p e r  c en t  through 1 9 8 0 , al though the 
e f f e c t  would have b e en m o s t l y  d i s s i pa t ed by m i d - 1 9 8 1 .  Our 
recommendation on the c rawling peg should reduce thi s ef fec t in 
future to negl igible propo r t ions . 
Of m uc h  g r e a t e r  i m po r t anc e f o r  the s e  ind us t r i e s  ( wh i c h  
g ener al l y  g r e w  s t ro ng l y  in t he f i r s t  4 ye ar s o f  m o ne t a r y  
independenc e) ha s been the st ructure of  taxes , domestic transpo rt 
cost s and adm ini stration of  fore ign inve stment . 
Care should be taken to avoid raising the cos t s  of export and 
impor t-com pe ting indus tries through increa se s in the tax burden on 
the m .  Som e of t he inc r e a s e d  bur d e n  of r e c en t  year s sho uld be 
r e m ov ed : a s i m pl e  s y s t em o f  d r a wbacks  o f  im po r t  d u t i e s , which 
inc l ud e s  t he g en e r a l  i m po r t  l evy , o n  m a t e r i a l s  u s ed i n  non­
t r ad i t i o na l  ex po r t  prod uc t i o n , should be in t r o d uc ed ( s ub j ec t  to 
c l a r i f i c a t i o n  of GATT c o n s t r a in t s ) ;  and t axe s on f u e l s  used f o r  
d o m e s t i c  r i v e r  a n d  s e a  t r a n s p o r t  a n d  p e r h a p s  f o r  pr iv a t e  
elec tricity generat ion should b e  removed o r  reba ted. The na t ional 
gov e r nm e n t  sho uld use  i t s  c o n s t i tut i o nal po wer s to p r ev en t  
provinc ial government s im po s ing retail sale s taxe s on input s into 
produc t ion , or , more desirably,  should under take to collec t import 
o r  exc i s e  d u t i e s o n  c o n s um e r  g o o d s  fo r d i s t r i but ion to  t he 
provinces , in exchange for the prov inces under taking to forgo use 
of the�r sales taxa t ion powers . 
Among st o ther imped iments  to import substi tution that might 
be r e m oved by g ov e r nm en t  d e c i s i o n s , o ur c o n s ul t a t i ons wi t h  
bus i n e s s  sugg e s t e d  tha t t h e  ov e r - r eg u l a t i o n  and hi g h  c o s t  o f  
c o a s t al t r an s por t a n d  t h e h i g h  c o s t  a n d  un r e l i a b i l i t y  o f  
e l e c t r i c i t y s u p p l y  a r e  p e r h a p s  t h e m o s t  i m po r t an t .  The 
im prov e m en t o f  t he e f f i c i enc y o f  e l ec t r i c i t y  g ener a t ion and 
d i s t r ib u t i o n  sho u ld c o n t i nue to be t r e a t e d  as a m a t t e r  o f  h i g h  
pr ior i t y .  M a j o r  r e f o rm o f  t he s y s t em o f  r eg ul a t io n  o f  c o a s t al 
transport seems to be required .  
Many inves tments have been s lowed down or de terred by clum sy 
adm ini s tration of inve s tment propo sals .  For maximum bene fit  t o  be 
obtained from the propo sed rai sing of tradables'  prices relative 
to l a b o u r  c o s t s , i t  w i l l  be n e c e s s a r y  to s t r e a m l i n e  
adm in i s t r a t i o n .  W e  r e c om m end tha t em pha s i s  b e  p l ac ed o n  the 
ar t i c u l a t i o n  o f  g e n e r a l  r u l e s on s uc h  m a t t er s a s  l oc a l i z a t i on , 
taxa t i o n  and the env i r o nm en t , s o  tha t the r e  i s  l i t t l e  need f o r  
case-by-case nego tiation. There should b e  a strong presumpt ion 
tha t an inve s t o r  can pr o c eed w i t ho u t  o f f i c i a l  im ped i m en t  if a 
pro po sal i s  consi stent with the general rule s .  
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Stati s t ical collections 
Much of t he r e c en t  d e b a t e  o n  the e f f e c t i vene s s  of m a c r o ­
e c o nom i c  po l i c y  ha s ar i s en o u t  o f  t he pauc i t y  o f  s ta t i s t i c a l  
information upon which t o  asse s s  i t s  performance .  The conduc t  o f  
the study ha s required u s  t o  draw upon a variety of  data sources , 
bo t h  f o r m a l  and info rm al . Em p l o ym ent e s t i m a t e s , m ov em en t  in 
pr i c e s  f o r  t r ad abl e s  and non- t r ad a bl e s  both f o r  prod uc er inpu t s 
and consumer good s ,  value-added estimates for the agricul tural and 
m anufac t ur i ng s e c t o r s ,  t i m e l y  na t ional a c c o un t s agg r eg a t e s  and 
chang e s  in the pa t t e r n  of na t i o na l  inc o m e  d i s t r ibut i o n  hav e  
presented par t icular dif f icul tie s .  
Som e of the se di fficul ties  have been the subj ec t  of  comment 
and recommendat ions by o ther s . l Various problem s have been taken 
up by t he Na t i onal  S t a t i s t i c i an w i t h  a v i e w  t o  i m prov ing t he 
t im e l i ne s s , c ov e r ag e  and a c c ur ac y  o f  s t a t i s t i c a l  c o l l ec t i o n s  
under taken b y  hi s office , f o r  example through the revision o f  the 
Sec ondary Ind u s t r i e s  C e n s u s  que s t i onna i r e  and t he m ove t o  
c om put e r i z ing r e s u l t s  o f  NSO  c o l l e c t i o n s  t o  i m prov e e s t i m a t i o n  
proc edures and the speed with which reports  are com piled.  
The r e  is an obv ious  need bo th f o r  c a r e f u l  ana l y s i s  of t he 
1 980 census re sul t s  and for more frequent urban household surveys 
to augm ent the census data on employment , unemployment and related 
m a t t e r s .  In v i e w  o f  the r a p id c hang e s in ho u s e h o l d  s pend i ng 
pa t t e r n s , m o r e  f r e q uen t d a t a c o l l ec t i o n s  t o  up d a t e  the CPI 
we ight ing s  are also desirable. Considerat ion should be g iven to  a 
hous eho l d  expend i t ure survey a l ong the l ine s o f  t he 1 9 7 5 - 7 6  
survey , augmented b y  more regular surveys o f  expenditure wi thin 
c e r t a in b r o ad ex pend i t u r e  g r o up s , f o r  exam p l e , a r e c a l l - b a s e d  
weekly food expenditure survey or a recall-ba sed regul ar payment s 
s urv e y  ( c ov er ing f o r  exam p l e , d w e l l ing r e n t , e l ec t r i c i t y ,  
mortgage paym ent s) .  There would b e  advan t ag e s i n  c o m b i n i ng t he 
m o r e  f r eque n t  urban hous eho ld surv e ys wi th the r e c a l l - b a s e d  
expenditure surveys . 
The l a c k  o f  e ar l y  e s t i m a t e s  o f  the m a in GDP agg r eg a t e s  ha s 
meant that the area s o f  governm ent concerned with econom ic pol icy 
and management have had to produce the ir own est im ate s .  Thi s has 
c r e a t ed s o m e  c o n f u s ion b o t h  wi t h i n  Papua New Gu inea and a m o ng 
bod i e s  such a s  t he W o r l d  Bank and ! M F .  The c u r r e n t  s i t ua t i o n  
resembles tha t  in the late sixt ies and early seventies , which was 
s o l v e d  at t he t i m e  by t he up- g rad ing of fac i l i t i e s  w i thin t he 
S t a t i s t i c a l  O f f i c e  and t he pre par a t i o n  o f  pr e l i m inary GDP 
e s t i m a t e s  b y  t ha t  o f f i c e  sho r t l y  a f t e r  the c o nc l us i o n  of t he 
relevant financ ial year. A similar response i s  warranted at thi s  
time . 
1 .  C.f .  Dudley Jackson , The D i s t ribution of Incomes in Papua New 
Guinea , Po r t  M o r e sby , NPO , 1 9 8 1 ;  P . F .  B ax t er , An I np u t - O u t p u t  
Matrix f o r  Papua N e w  Guinea 1 9 7 6-7 7 ,  Waigani , NPO , 1 98 2 .  
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In Cha p t e r  9 ,  a t t e n t i o n  was  d r awn to t he way in whi c h  t he 
quar terly CPI movement s tended to mask the im pac t of exchange rate 
movements on domestic pr ic e s .  Monthly data would also b e  super io r  
t o  quar terly i n  provid ing a guide t o  appropr iate pol icy response s 
to c hang e s  i n  the in t e r na t i o na l  environment affec ting Papua New 
Gu inea.  For e c o nom i c  m anagement  pur po s e s , ke y po l i cy-making 
d e pa r t m en t s  and autho r i t i e s  ( no t ab l y ,  t he Financ e Depa r t m en t , 
Na t i on a l  Pl anning O f f i c e  and Bank o f  Papua New Gu inea)  need to 
have ac c e s s  to m o n t h l y  movem en t s  in pr ic e s , and in pa r t i c u l a r  
pr i c e s  o f  t r ad a bl e s .  Such d a t a  a r e  r e ad i l y  ava i l a b l e  i n  t he 
Na t i o na l  S t a t i s t i c a l  O f f i c e .  The y c ould be m ad e  ava i l ab l e  to 
relevant depar tment s on a conf idential ba sis wi thout breaching the 
confidentiali ty requi rements of the National Stati stical Ac t .  
The d ev e l o p m e n t  o f  a p r o d uc e r  pr i c e  input ind ex f o r  t he 
bui lding industry i s  to be applauded . Consideration should also 
b e  g iven t o  t he i n t roduc t i o n  of a l i m i ted c o l l ec t io n  of o t her  
major  industry input cost s  to  augment use o f  the CPI serie s .  
In seeking to rat ionali ze the collec tion of  statis tics within 
Papua New Guinea whi l e  at the same time improving the timelines s  
o f  d a t a  availabili ty,  considera tion should be g iven t o  involv ing 
the r e s e ar c h  s t a f f o f  t he Bank o f  Pa pua Ne w Gui n e a  and Na t i o na l  
Planning Of fice i n  some data collec tions . Currently the Bank o f  
Papua New Guinea under takes a number of surveys of  pr ivate sec tor 
bus ine sses  throughout Papua New Guinea. The same busine s se s  are 
subsequently surveyed by the Nati onal Statistics  Of f ic e ,  often to 
collec t  the sam e  or similar data. Some rat ionali zation of these 
c o l l e c t i o n s  c ould work t o  the bene f i t o f  both t he us e r s  and 
r e s pond en t s .  S i nc e  t he Bank o f  Papua Ne w Gu inea ha s no t b e en 
sub j ec t  to the sam e tight budgetar y control s as o ther agenc ies o f  
government i n  recent year s ,  i t  i s  i n  a good po sit ion t o  contribute 
resources to j o int ac tivitie s to maintain and improve the quality 
o f  econom ic data.  
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